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FOREWORD 


This is the fourth of a series of volumes issued by the Insti¬ 
tute on Postwar Reconstruction during the past two years 
embracing edited transcripts of addresses delivered at Insti¬ 
tute Conferences. The earlier volumes, issued under the titles 
Full Employment and Minimum Living Standards, Postwar 
Goals and Economic Reconstruction, and Postwar Economic 
Society, dealt mainly with the purely domestic issues of eco¬ 
nomic and social reconstruction. In this volume attention is 
directed wholly to the sphere of America's postwar interna¬ 
tional economic policy. 

Although this book consists of separate addresses by dif¬ 
ferent authors, the content was so planned by authors and 
editors as to give an integrated and unified treatment of the 
broad field of international commercial and fiscal policy. The 
admirable introductory address by Dr. Gideonse identifies the 
broader issues of America’s postwar economic relations with 
the rest of the world, suggests alternatives in the way of policy 
that we may pursue, and sketches the results which may be 
anticipated if one or another policy is followed. This is sup¬ 
plemented by Dr. Condliffe’s survey of conditions, economic 
and otherwise, which will affect the evolution of American 
commercial policy and his realistic examination of the im¬ 
portance of trade revival both for American prosperity and 
world economic stability. Subsequent sections of the book pro¬ 
vide contributions by some of the nation’s outstanding author¬ 
ities on more specialized topics, including the investment of 
American capital abroad, the financing of international trade, 
the Bretton Woods agreements for an international bank and 
an international stabilization fund, cartels and similar insti¬ 
tutions, and the postwar world population problem. 
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The final portion of the volume, consisting of six separate 
addresses, supplements the preceding discussion of general 
questions of foreign economic policy with an examination of 
some of the specific issues and problems that are likely to arise 
after the war in adjusting the American economy to the econ¬ 
omies of Great Britain, the Soviet Union, and the Latin 
American republics, and the possibility of satisfactory trade 
relations with these three areas. Appraisal of the various prob¬ 
lems is frank and stimulating. Attention is called to Dr. 
Davila's plea for economic solidarity in the Western Hemis¬ 
phere, to Mr. Ropes’s examination of trade possibilities with 
the Soviet Union, and Professor Elliott’s interesting sugges¬ 
tion that American importation of strategic raw materials 
from the British Empire, or some form of American participa¬ 
tion in their exploitation, might be used as security for long¬ 
term American loans to Britain. 

In much of the current discussion about world reconstruc¬ 
tion there is an unfortunate tendency to engage in compart¬ 
mentalized thinking. Plans relating to such goals as peace and 
national security imply that their attainment is primarily a 
problem of evolving the right kind of diplomatic and political 
machinery. Such discussion tends to discount, if it does not 
altogether ignore, the vital importance of a healthy interna¬ 
tional economy in realizing such goals. The following pages, 
it is hoped, will give the general reader a clearer understanding 
of some of the economic conditions of a just peace and a 
durable world order. Possibly they may also suggest how far 
these conditions may be removed from the traditional and the 
orthodox. 

Neither the University nor the Institute assumes any re- 
sponsibilitv for the opinions expressed which in every case 
are those of the individual authors. They, however, are not 
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responsible for the various lists of bibliographical references 
nor for the occasional illustrations, both of which have been 
supplied by the staff of the Institute. 
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AMERICAS INTERNATIONAL ECONOMIC POLICY: 

WHAT SHALL IT BE? 

Harry D. Gideonse 

What shall our international economic policy be ? We can 
read the question in several ways. In the light of past experi¬ 
ence and current reality, we may first of all consider : If we 
drift with the tide, what are we likely to do? Theoretically 
and idealistically, we might ask: What should our policy be? 
Finally, in a characteristic mood of American pragmatism we 
may fill out the picture of what is and what ought to be with 

the query: What can be ? 

I 

Past experience and current development confirm the pre¬ 
diction that a major war intensifies economic nationalism. 
Aviation and robot bombs may teach the politically literate 
the Wendell Willkie lesson of “One World.” The very nature 
of war, however, stimulates forces that press for national 
and regional self-sufficiency. South America, India, Australia, 
and New Zealand have to get along without the usual British 
imports, partly because British industry is converted to war 
purpose’s, and partly because there is no shipping available 
for civilian trade. In America the example of the huge syn¬ 
thetic rubber industry almost suffices to indicate the trend, 
but shipping and shipbuilding will enlarge the perspective, 
and a glance at the imagination and enterprise with which 
Wisconsin has plunged into the production of domestic Swiss 
or Roquefort cheese will suggest the intensity and the variety 
of the pressures that will meet the advocate of reciprocal trade 
agreements designed to lower trade barriers after the war. 



HARRY D. GIDEON'SE 


The drift toward economic nationalism inherent in modern 
war will be reinforced by the contemporary trend toward col¬ 
lectivism. Just as the United States met some unexpected dif¬ 
ficulties at the World Economic Conference in 1933 because 
of the incompatibility of the international objectives of the 
Conference and our newly adopted domestic recovery pro¬ 
gram, so England’s new commitments to comprehensive 
social security and ‘‘full employment” proposals will un¬ 
doubtedly create additional obstacles to concerted interna¬ 
tional action in the economic field. One of the principal causes 
of confusion in modern world politics has been the fact that 
socialist and communist groups, which under Marxist inspira¬ 
tion appealed to internationalist slogans, invariably strength¬ 
ened national regulatory controls in practice, until the climax 
was attained in Moscow where, until very recently, the “In¬ 
ternational” was sung as the national anthem of a U.S.S.R. 
that had become politically and economically more completely 
self-contained—economically, politically, and culturally— 
than any other country on the face of the earth. 

If we do not adopt a clear policy to the contrary, we are 
therefore likely to see a new network of trade barriers and 
restrictive policies all over the world. It is true that there is 
much discussion of expanding export markets and of new 
credit policies to facilitate the transition from a war economy 
to production for civilian needs. We are aware that the in¬ 
crease in the national income from 71 billion dollars in 1939 
to 150 billion dollars over the past year has been directly re¬ 
lated to the enormous expansion in the world’s war demand 
for American products, and we are therefore concerned to 
“plan” for civilian alternatives for this war demand. Agencies 
in Washington are combing world markets for such possibili- 
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ties, and an armory of credit weapons is in the blueprint stages 
to “develop” this trade. Trade, however, is not a one-way 
street. It is, by definition, “exchange.” If domestic stability 
depends upon tripled peacetime exports, such exports can only 
become a stable feature in our economy if a corresponding 
increase takes place in imports. If the drift toward economic 
nationalism makes such an increase in imports impossible or 
improbable, it will be more realistic to face this unpleasant 
fact at once. It will save the rest of the world a great disillu¬ 
sionment a few years hence. It will avoid the demoralizing 
experience of default on credits, and the recriminations on all 
sides which are likely to accompany any such repetition of 
the experience of the twenties. The expansion of world mar¬ 
kets is not achieved by the growth of foreign markets for 
American products but it calls for a corresponding growth of 
American markets for our customers’ products; and since 
American experience teaches that the latter is far more 
difficult than the former our “planning” should be primarily 
concerned with the phase that has presented the greatest 
difficulties in the past. 

If we intend to close American markets to the rest of the 
world and if we also intend to develop international commer¬ 
cial aviation as well as a large American merchant marine, 
then we should face the fact that our customers will not have 
the dollar exchange with which to buy our products and serv¬ 
ices after our credits have ceased to “prime the pump.” In 
that case it would be wiser to plan systematically for a closed 
economy with all the implications of federal controls and 
subsidy schemes that are inherent in such a choice. If we 
wish to stimulate our domestic economy by sharing broadly 
in the material reconstruction of the world—and if we wish to 
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avoid taking the world’s goods and services in return—then 
the sensible conclusion is a frank admission that the ship¬ 
ments abroad should be regarded as a subsidy or gift. 

To call the balance of exports over imports “credit” when 
we do not intend to allow our future debtors to repay the sums 
that are involved is certainly fallacious bookkeeping at home, 
and it misleads our customers concerning our ultimate inten¬ 
tions. It also encourages undesirable borrowers to gamble on 
our unwillingness to receive payment, while a policy of out¬ 
right gifts would probably lead to a more sensible distribution 
of our products from the standpoint of our political interests. 
To take an example: If we had poured our resources into 
China in the twenties, we might have developed a strong ele¬ 
ment of balance in world affairs. At a minimum, our Chinese 
ally in the subsequent war would have been a more self-reliant 
one. We chose to approach our economic relations with the 
rest of the world in a strictly commercial manner, however, 
and while we did not regard China very highly as a “credit” 
risk we preferred Germany in that capacity. Since our national 
trade policies made a default probable in any case, it would 
have been wiser to disregard lhe“credit”camouflage of a trans¬ 
action that turned out to be a move toward German rearma¬ 
ment. If we had achieved the surplus in exports by outright 
gifts to China instead of by “phony” credits to Germany, we 
would at least have avoided strengthening a potential enemy, 
and we might have reinforced a future friend. I am not advo¬ 
cating a policy of financing exports by gifts designed to achieve 
political objectives, but I am saying that such a policy, ij 
directly and consciously pursued, is more defensible than a 
spurious use of “credits” that have no realistic foundation in 
economic fact. If a policy of giving ten billion dollars a year 
to foreigners should lift our national income from, sav, ioo 
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billion to 140 billion dollars, the net increment of 30 billion 
dollars to our own people might still make such a policy de¬ 
sirable from the standpoint of the accounts of our national 
economy as a whole. Whether it would do so is a matter of 
pragmatic trial; it is certainly impossible to predict the out¬ 
come in advance. It might also be argued that such gifts de¬ 
signed to prime the national pump should first of all go to our 
own national “depressed areas,” and it is again a question for 
practical trial whether the consequences would be more stimu¬ 
lating at home than abroad. I draw only one conclusion: If 
we are going to make gifts, it is more desirable from the 
standpoint of economic and political stability to make them 
openly and consciously. It will be an economic as well as a 
political and intellectual disgrace to repeat the “credit” blun¬ 
ders of the last postwar period. 

If we are going “nationalist,” let’s face the fact with all 
its political, economic, and moral implications. A policy of 
economic self-sufficiency is likely to promote aggressive im¬ 
perialism—at home as well as abroad—and the economic and 
political surgery that will be required domestically to balance 
the industries and regions that will suffer from the restriction 
of world trade will give us a bureaucratized America of super- 
AAA’s and super-NRA’s. The combination of an adventurous 
foreign policy with creeping collectivist controls at home will 
also inevitably change the nature of basic American political 
institutions. There is no doubt in my mind, however, that 
these dangers will be minimized if the policy of self-contain¬ 
ment is adopted quite consciously and planfully and that they 
will be maximized if we adopt flatly contradictory policies, 
allow illusions about economic reciprocity and durable peace 
to mushroom, and then finally drift into disillusionment, ex¬ 
acerbated political attitudes, and ultimate contraction of the 
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economic base to as nearly national proportions as the distri¬ 
bution of geological resources will permit. 

A policy of economic nationalism will also endanger the 
structure of the peace that will follow this war. In spite of 
the lesson of the immediate past, there are still advocates of a 
durable peace who argue as if the problem were entirely 
a matter of political and legal machinery.They propose to par¬ 
ticipate in world political machinery, and to withdraw from 
world economic cooperation. They are a match in the forties 
for those who in the twenties and thirties wished to participate 
in economic internationalism without sharing in the responsi¬ 
bility for political internationalism. World trade can only 
flourish in a framework of political and legal security, and, 
reciprocally, political security can only be built on a founda¬ 
tion of economic expansion. Economics and politics are not 
watertight compartments. They are interdependent aspects 
of the same social order. 

A wise peace with Germany will call for complete military 
and economic disarmament. This will mean that millions of 
Germans who have formerly been engaged in the armed forces 
or in war-related industry will become unemployed. Clearly 
a purely political structure of international organization will 
not be equipped to cope with this problem. If economic pol¬ 
icies of expansion are not vigorously and simultaneously pur¬ 
sued, the idle population of Germany will soon become a new 
source of political infection. In other words, irrespective of 
the hardness or softness of the geographical and economic 
peace terms for Germany, the peace must provide for the 
alternative employment of the parts of the German popula¬ 
tion that will become idle because of the nature of the peace. 
If these idle elements are not absorbed in peacetime employ¬ 
ment, they will create a political situation that will call for 
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continuous outside policing. There is no great likelihood that 
the victorious powers will undertake such responsibilities 
permanently. They are likely to weaken in determination at 
some stage, and when they become politically divided the new 
German wave of aggression will have its historic opportunity. 
The alternative is a vigorous policy of trade expansion that 
will open markets to German industry and weave German 
employment into an interdependent world economy. Such 
economic expansion is an essential part of a durable peace, 
and this is simply another way of saying that durable peace 
calls for a systematic and continuous effort to lower trade 
barriers and to relieve the pressures within the domestic 
economies of the less privileged countries. The countries with 
the richest markets and the highest domestic standards have 
the heaviest responsibility in this respect. In the last analysis 
their own prosperity depends upon a stable world order. “A 

mansion sits uneasily in a slum. 

Peace is not the absence of war. It is the presence of justice 
-and justice is not established in a treaty, however wise it 
may be. It is the result of continuous efforts to solve common 
problems. War comes because justice is too often regarded as 
synonymous with legality, and because differentials in stand¬ 
ards of living are not adjusted in peaceful trade but widened 
in exclusive policies of monopolistic national exploitation. 
When nations insist upon handling joint problems entirely 
“on their own”— whatever legal theorists of national sover¬ 
eignty may hold, tariffs and monopolistic price policies cut 
both ways—then the economic pressures will find a political 
outlet when the inevitable shift of world power politics affords 

an opening. .. 

Unplanned drift or deliberate design, economic nationalism 

is not only a menace to political freedom at home, but it is 
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also a certain guaranty of international political instability. 
If an affirmative success is beyond reach because of the drive 
behind the forces that make for national restriction, then 
deliberate and systematic policy may at least offset these 
pressures to some extent and thereby help to preserve the 
conditions in which freedom and peace may be viable objec¬ 
tives. 

Such a policy of international economic expansion will call 
for patience, coordination, and over-all perspective. The mar¬ 
gin for success is narrow at the best, and we can ill afford the 
mess of contradictions which have crept into our public and 
private policies in the past. This is the first lecture in a series 
in which others will deal with tariffs and quota schemes, 
monetary standards and foreign investment, cartels and com¬ 
modity agreements, population movements, as well as rela¬ 
tions with the Soviet Union, the British Empire, and Latin 
America. It is therefore appropriate to stress the general 
framework of national policy at this time even if there will 
be a specific need for detailed policies regarding all these spe¬ 
cial topics. Our specific policies in particular areas will all be 
rather ineffective and even ha. aiful, if they tend to contra¬ 
dict and offset one another. Such futile contradictions may be 
excusable in practice because of adjustments dictated by ex¬ 
pediency of one type or another, but the over-all objective of 
national policy should clearly call for expansion of the eco¬ 
nomic base of international life. 

As the interventions of the state in economic affairs increase 
in quality and quantity, the need for coordination grows. Such 
coordination of policy is likely to be especially difficult under 
our constitutional system with its separation of legislative, 
executive, and judicial powers, which make it particularly 
difficult to achieve the closely integrated national government 
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that is so characteristic of our Russian or British allies. The 
difficulty is not diminished by the fact that our partners in 
world affairs have now learned the lesson of the \\ ilson experi¬ 
ence and know that a difference between the American legisla¬ 
tive and executive branches may make our separation of 
powers almost synonymous with irresponsible government if 
comparisons are made with the quality of the commitments 
of, say, the London or Moscow governments. We therefore 
have a peculiar national constitutional problem in interna¬ 
tional affairs—in the political and military area with the 
problems of determining the power to commit the United 
States in the application of international sanctions, and in 
the economic area in the integration of our policies into a 
coordinated whole. The pressure of accumulating experience 
is undeniable, however, and experiments with interdepart¬ 
mental and interagency procedures are accumulating. 

Examples of the need for coordination abound. Our agri¬ 
cultural policies furnish eloquent illustrations. We have liter¬ 
ally priced ourselves out of the world’s cotton and wheat 
markets by measures that were based on domestic considera¬ 
tions. We should now know from practical experience—if we 
did not accept it earlier as the conclusion of economic theory 
—that government efforts to regulate farm prices will ulti¬ 
mately make the control of agricultural production necessary. 
If we are going to regulate food prices, we will inevitably be 
involved in policies to offset the increased cost of living of the 
industrial population. Such policies of regulation and subsidy 
will make it harder to remove trade barriers in international 
trade, and if we continue to restrict foreign trade the problems 
of repayment of war credits and of monetary stabilization 
will change their character. A ship on the beach at low tide 
will come afloat at full tide. If we are planning on the assump- 
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tion of low tide—that is to say, on the basis of economic 
nationalism—we will probably do a better job if we coordi¬ 
nate our policies quite frankly and deliberately on that basis. 
In my judgment it would be wiser to plan systematically for 
a rising tide, that is to say for an expansion of trade through 
the removal of present restrictions. Subsidies and public pro¬ 
grams can then be regarded as genuinely transitional meas¬ 
ures, designed to facilitate the operation of the basic policy 
of enlarged markets. If the fundamental policy is restrictive, 
the subsidies and relief schemes will not be transitional but 
a permanent drain on the national income. 

The Atlantic Charter, the lend-lease agreements, and the 
Bretton Woods proposals are all based on the assumption of 
economic expansion, that is to say on the assumption that the 
future will see the opposite of a wave of economic nationalism. 
If trade barriers should increase rather than decrease, and if 
trade agreements should become bilateral and discriminatory 
rather than multilateral and expansive, the present schemes 
for monetary stabilization will become an empty dream. Such 
proposals may have a chance to iake root in a wave of postwar 
trade expansion. They will be another “scrap of paper” if a de¬ 
clining total volume of transactions makes even the liquidation 
of war balances an impossible dead-weight mortgage on the 
How of current trade. 


II 

It is well to focus on the ultimate need for a greatly ex¬ 
panded world trade. It is also wise, however, to recognize that 
there are some factors at work in the world picture that en¬ 
danger the volume of trade that was actually in existence 
before this war began. The nucleus of world prosperity, 
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trade, and finance prior to the outbreak of the present war 
was to be found in the United States and the British Empire. 
The New York-London nexus was the core of world trade. 
We tend to forget that fact because we are so flushed with 
dreams of the future world order of the United Nations. I he 
achievement of a genuine United Nations organization is a 
worthy objective, and we should do all we can to promote 
the unity which the phrase postulates. As a matter of sober 
realism, however, we must not overlook the fact that, even in 
the “Big Four,” Russia and China are not immediately sig¬ 
nificant factors in world trade. It is true that Russia is a 
powerful political and military factor, and we hope that 
China will ultimately live up to its tremendous promise. The 
fact remains that Russia and China were less important in 
world trade before the war than little Belgium, and although 
Soviet diplomacy is at present discussing stupendously large 
reconstruction contracts it is not yet clear how such arrange¬ 
ments can be implemented on a reciprocal basis. 

If we wish to be realistic in our plans for the reconstruction 
of international economic life, we should keep our eye on the 
British-American nexus. If we can place it on the basis of 
expansion, we shall have given an irresistible momentum to 
the flow of trade throughout the world. If British-American 
economic relations become restrictive, it is almost impossible 
to conceive the magnitude of the effort that would be required 
elsewhere to evercome the inertia that would result. 

The facts about Britain’s international economic position 
are not clearly understood in the United States. It is, I think, 
fair to say that the deterioration of Britain’s position is the 
most important single change in the postwar picture. Britain 
has suffered enormous losses in her income from investments, 
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shipping, and exports. A recovery of her prewar exports may 
be feasible although tendencies toward economic self-suffi¬ 
ciency elsewhere may prove a stubborn obstacle after years 
of wartime interruption of normal trade relations. Britain 
may also recover part of her shipping income although much 
will depend upon the decision we make in the United States. 

A large part of British income from foreign investments 
has disappeared because the securities were used to pay for 
the cost of the war. British investments in American securities 
were, for instance, used to pay for the initial plant expansion 
of the American aviation industry in the days when we were 
not yet ready to place our own orders. Her foreign investments 
have probably been reduced from a total of about sixteen 
billion dollars to approximately nine billion dollars, and much 
of this remainder is of highly uncertain value due to the for¬ 
tunes of war. She has also contracted large current debts in 
the financing of the war throughout the world, and these debts 
—the so-called sterling balances—now amount to approxi¬ 
mately twelve billion dollars. When the war is over, the people 
who own these balances are going to make efforts to collect, 
and Britain will have to take steps to protect herself against 
a rapid liquidation of such balances, which might undermine 
her monetary stability. 

It is clear from this summary of the British position that 
Britain will ha e to achieve much larger exports than she had 
before the war, if she is to pay for the raw materials required 
for her industry as well as the food of her crowded island 
population. It is generally estimated that she will have to in¬ 
crease her prewar exports by at least fifty per cent in order 
simply to offset the losses in her other income. Anything less 
than such a figure will produce a great temptation to exploit 
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her position as a large importer of raw materials to force ex¬ 
port outlets in direct bilateral—and therefore restrictive— 
trade bargaining. 

The British balance of payments is therefore now in such 
a condition that we may find ourselves with an Anglo-Ameri¬ 
can core of world trade that itself will become restrictive, if 
extremely vigorous action is not taken to prevent it. Once 
Britain begins to be restrictive toward our trade to protect 
its balance, we can reasonably expect that all the traditional 
experts at “twisting the lion’s tail” in American politics will 
immediately interpret such action as a conspiracy on the part 
of the British against the United States, rather than as an 
almost inevitable economic by-product of a war in which 
Britain was more deeply and more immediately involved than 
the United States, and in which we only began to carry our 
share of the financial responsibility late in the game through 
lend-lease. British restrictionism will probably tempt us to 
respond in kind, and then we shall be caught in a vicious cycle 
of restrictive policies. If this should happen, we can bid fare¬ 
well to the possibility of world-wide reconstruction, because 
the restrictive repercussions of a dwindling Anglo-American 
trade would register throughout the world. 

On the other hand, if the relations between ourselves and 
the British Empire should be geared for expansion, then the 
expansion of trade opportunities and the financial willingness 
to carry risks would almost automatically develop elsewhere. 

It is no exaggeration to say that the technical details of 
the Bretton Woods proposals would become almost meaning¬ 
less in actual operation if this core of world trade—the Anglo- 
American relationship—should become restrictive. If, on the 
other hand, the Anglo-American relationship becomes an ex- 
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pansive one with enlarged trade opportunities, then these 
other arrangements, complex as they are, may come to have 
practical significance. 

It is a case of taking care of first things first. In other words, 
bolstering the British position may be the key to the whole 
problem, as far as the United States is concerned. We must 
be willing to try surgical methods to liquidate Anglo-American 
war balances quickly and to help Britain over the immediate 
hurdle of the deteriorated position of her balance of payments. 
We can do this with large credits, and, in the long run, with 
lower trade barriers so that there will be an expansion of trade 
between the Empire and ourselves. Then we shall have the 
nucleus from which all the other things can more easily be 
built up. 

All this will call for imagination and for swift action. If we 
recognize the facts on time, our response may become the 
basis of a positive psychological attitude toward world re¬ 
covery. If we lag a few months, behind a downward spiral of 
restrictive measures, we may have as little influence on the 
course of affairs as the Hoover moratorium had in 1931. We 
shall need the type of leadership that was imaginative and 
courageous enough to develop the lend-lease scheme on time. 
We must not expect to undergo much pressure from the British 
who are a proud people and not very likely to say much about 
the disastrous shifts in their balance of payments. They would 
rather have the rest of the world discover what the situation 
is than draw attention to it; and they would also rather run 

w 

the risks inherent in the restriction of their own freedom in 
foreign trade than ask for help abroad. This is precisely the 
crux of the problem: The British may begin to restrict in 
order to remain an “honorable” country in their debtor-credi- 
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tor relations. If we wish to avoid a downward spiral of com¬ 
petitive restriction, this is the strategic spot for prompt debt 
surgery and credit support. 

Ill 

If I have concentrated my attention on basic economic 
policy, and even more narrowly on the bearing of this policy 
on the crucial British-American area, I did not wish to be¬ 
little the potential constructive importance of intergovern¬ 
mental machinery in the field of economic foreign policy. If 
we succeed in avoiding the deflationary hazards of restric¬ 
tionism, a sharp spur to acceleration of economic reconstruc¬ 
tion can undoubtedly be found in the intelligent contrivance 
of suitable international agencies in a field which has tradi¬ 
tionally been a “no man’s land” of laissez-faire in some of its 
most harmful as well as beneficent consequences. 

Aviation and shipping are obviously fields in which some 
kind of international agency could preserve for peacetime 
purposes many of the obvious gains of wartime administra¬ 
tion. The principle of “we want to fly everywhere” is clearly 
susceptible of an interpretation that leads to blatant inter¬ 
national anarchy fraught with the peril of future war. Both 
aviation and shipping have the closest possible relation to 
national security, and an international regulation of military 
resources under a future political security organization could 
not afford to overlook that the security, which was formerly 
based on geographical isolation protected by sea power, has 
been utterly destroyed by aviation and robot bombs. 

Monetary and investment policy are also clearly in need 
of international coordination. Even as simple a measure as 
required central bank publicity concerning international 
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short-term credits would have avoided some of the worst com¬ 
petitive excesses underlying the Credit Anstalt failure in 
Austria and its disastrous repercussions throughout the world. 
Quick and radical assistance with monetary measures after 
German defeat may help to avoid financial as well as political 
debacle in most of continental Europe, and although it will 
be well to remember—at home as well as abroad—that mone¬ 
tary measures often are taken to avoid the correction of errors 
in exchange relations and in price-cost ratios, it will also be 
appropriate to recall with emphasis that nothing more seri¬ 
ously undermines democratic government than a monetary 
breakdown. 

Both producers’ and consumers’ interests call for interna¬ 
tional administration and supervision in the field of commodity 
agreements and international cartels. Unilateral national poli¬ 
cies affecting raw material prices may completely undermine 
international measures designed 'to expand world markets 
and to relax trade barriers, and both commodity agreements 
and cartels in general may lose some of their most harmful 
restrictive potentialities if public and consumers’ representa¬ 
tives insist on provisions designed to eliminate high-cost 
producers, and to stimulate demand rather than restrict sup¬ 
ply. Many of the raw materials of which the supply has been 
enormously expanded by war needs—such as, say, rubber, 
oil, aluminum, and magnesium—present urgent problems 
which can be most satisfactorily ‘‘administered” bv an inter- 

m 

national agency that would have an opportunity to establish 
international codes of good trade practice which might com¬ 
pare with the national functions of our Federal Trade Com¬ 
mission and its “trade practice submittal.” 

It would seem to be particularly important to avoid water¬ 
tight compartments in international organization. Lobbyists 


AMERICA’S INTERNATIONAL ECONOMIC POLICY 


for existing producers’ interests will prefer separate agencies 
for agriculture, for industry, for labor, for money and invest¬ 
ment, because such institutional arrangements will present 
maximum opportunities for typical pressure-group behavior. 
Proposals to restrict the production of wheat in order to 
secure higher prices per bushel are as clearly antisocial as 
proposals to limit a bricklayer's daily number of bricks in 
order to increase a mason’s wages, or proposals to restrict 
the aluminum output in order to increase stockholders’ divi¬ 
dends. The world organization for trade and industry should 
be so designed that restrictive schemes of all types would 
clear through a central agency with ultimate jurisdiction in the 
entire area. Now that the international agricultural machinery 
in Rome and the international labor organization in Geneva 
are both in the “melting pot,” we should not miss the historic 
opportunity to recast the machinery in a smoothly coordinated 
whole. It would be particularly unfortunate if we permitted 
one agency to handle the problems of monopolistic marketing 
in agriculture, and a completely separate agency to supervise 
and regulate monopolistic practices in industry. Since the 
Bretton Woods proposals were prepared in the Treasury De¬ 
partment, we are also in danger of excessive sharpness in the 
line of separation with the agency that will ultimately ad¬ 
minister problems of tariffs and trade barriers which, under 
our Washington dispensation, is a preserve of the State De¬ 
partment. When the next stage of implementation of the 
Dumbarton Oaks proposals is on the agenda, it will be well 
to insist with firmness on the jurisdiction of the Economic 
and Social Council, acting under the jurisdiction of the 
General Assembly, over the International Bank for Recon¬ 
struction and Development, as well as the International Mone¬ 
tary Fund (both proposed at Bretton Woods), over the 
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projected United Nations Food and Agriculture organization, 
over the International Labour Organization, and over the 
proposed international organization for trade and industry 
(trade barriers, cartels, and commodity agreements) with 
explicit provisions for a closely integrated administrative 
organization. 

We are entering an historic period in which for a few fleet¬ 
ing months the future will be malleable. If we have vision 
and courage, we may set a new mold for coming generations. 
Internationally we will have an opportunity that matches 
the challenge which the generation of Madison, Hamilton, 
and Franklin met at Philadelphia in 1787. The tried and tested 
ideas of the past have indeed been tried and found wanting. 
Excessive caution and a mood of withdrawal and national 
righteousness may be more reckless in the face of the unparal¬ 
leled conditions and opportunities of the present than a pro¬ 
gram of courageous trial and experiment. We shall need to 
learn that an idea is not necessarily condemned because it 
sounds fanciful or appears to be “starry-eyed.” The postwar 
world will be a world of revolutionary potentialities—polit¬ 
ically, technically, and morally. Almost anything that is really 
likely to meet the challenge of the evil as well as the good pos¬ 
sibilities of our time is also likely to appear to be “starry-eyed,” 
as measured by the standards of “starry-eyedness” of a preced¬ 
ing generation which demonstrated by its failure to avert two 
world wars that it did not have the imagination to cope ade¬ 
quately with the revolutionary trends inherent in the modern 
world. The tragedy of modern man is that his spiritual vision 
and civic imagination did not grow with his increasing knowl¬ 
edge and control of the material world. Some of the fanciful 
ideas put forward today may be the stuff that dreams are 
made of. but the fact remains that the most challenging prac- 
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tical question of our time is concerned with the achievement 
of an ideal—durable peace—which cannot be attained by 
respectable established ways of thinking. 

War is deeply rooted in our culture and in our political and 
legal theory. We are certainly not going to uproot it by con¬ 
ventionally accepted procedures. If we are going to avoid a 
third world war, economic policy and political behavior will 
necessarily have to be based on a sharp departure from the 
“tried and tested ideas of the past.” It is well to be reverent 
of the past, if it deserves reverence. It is also well to be rev¬ 
erent of the future that is struggling to be born. 

Let me conclude with an editorial paragraph from The New 
Yorker, which on these international issues has become our 
most penetrating journal of social comment. In a recent issue 
(September 9, 1944), the editor offered the following medita¬ 
tion on the Dumbarton Oaks Conference: 

BEHOLD the platform speaker! He grasps the microphone as 
coolly as though it were a broom handle in his mother's kitchen 
and warns you (a thousand miles away) to beware of fantastic 
schemes. Standing there, speaking in a natural tone of voice, he is 
of the very nature of fantasy. His words leap across rivers and 
mountains, but his thoughts are still only six inches long. 

We have received ample assurance from practical politicians 
that a federalized world is preposterous and fantastic. But we 
have also been assured that the short range of the present rocket 
bombs will soon be corrected. Every day the importance of being 
fantastic becomes clearer. It does not seem a bit too fantastic to 
us that the people of this small world should indulge themselves in 
a common government, or that a Britisher, a Portuguese, and a 
Hollander should live under the same bill of rights. 

The men of Dumbarton Oaks are hunched over their U-shaped 
table as we write this. We wish them strength, wisdom, vision. 
Specifically, we wish them the strength to be fantastic. If they 



arise from their table with a diagram that is less fantastic, we’ll 
say, than a radio set or a rocket bomb, then they will have failed 
and we shall have been betrayed. Of what use is it to equip our 
ships with the most sensitive detection devices, so they can hear 
faint vibrations at great distances, only to entrust our lives and 
fortunes to the deaf, who can’t even hear the vibrations of a kettle 
drum in the same room with them? We wish the conferees strength, 
wisdom, vision, keen hearing. There are universal vibrations that 
must be picked up at just this moment in history. They are as in¬ 
sistent as insects in the grass. 1 
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AMERICA’S FOREIGN-TRADE POLICY 

John B. Condliffe 

I 

Foreign trade has always been important to the United 
States but perhaps never as important as it is likely to be in 
the years that lie ahead. As in every country, the statistical 
volume of imports and exports is a relatively small fraction of 
the domestic trade carried on within our own borders. De¬ 
pendence on external trade is partly a function of a country’s 
economic size. Small countries necessarily have a large vol¬ 
ume of trade per head of population, and in proportion to their 
total production. New Zealanders often find cause for pride 
that their per capita trade has been greater than that of any 
other independent country. But Iceland’s is greater. A little 
country must be dependent upon the outside world for a large 
proportion of the products it consumes. The greater its effi¬ 
ciency in producing its own characteristic products, the more 
it can buy abroad. But the interchange between its own citi¬ 
zens is always greater than between them and the outside 
world. In a large country, such as the United States, it is 
naturally much greater. 

The mere fact that it is easier to compile statistics of ex¬ 
ternal trade than it is to estimate the variety of individual 
transactions within a country has sometimes led to false con¬ 
clusions. External trade passes through a small number of 
registration points where statistics are readily compiled. Often 
the compilation is facilitated by the fact that revenue is col¬ 
lected upon the trade as it passes. In the great era of expand¬ 
ing trade and investment in the latter half of the nineteenth 
century, much attention was focused upon the fact that the 
heavy industries, and particularly the building of railroads, 
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accounted for a large proportion of the export of capital—a 
proportion as high as forty per cent in the case of British 
capital exports. But capital exports were in fact always a 
rather small proportion of total investment in any year; and 
the greatest outlet for capital investment has always been the 
building industries, and, within those industries, the con¬ 
struction of dwelling houses. Because of the readily available 
statistics of external trade, a twist was given to much of our 
economic thinking and somewhat undue importance has been 
laid upon the outlets for investment capital provided by such 
heavy industries as railroad construction. 

Accepting the fact that domestic investment and trade are 
much greater in the aggregate than foreign investment and 
trade have been or are likely to be, it is still true that foreign 
trade is important and is increasing in importance for the 
United States. In the first place, it is important for large re¬ 
gions and for particular industries. In times past as much as 
sixty per cent of the cotton crop, and in some States, e.g., in 
Texas, an even larger proportion has been exported. Even now 
as much as forty per cent of the total crop is exported in a 
normal year so that the prosperity of the cotton-growing 
States is obviously bound up with access on competitive terms 
to external markets. Another example might be drawn from 
the canned fruit industry. Just before the present war it was 
calculated that in the State of California something like a 
hundred thousand acres of fruit trees would have to be taken 
out of the soil if the British market for canned fruits was 
closed. Still other examples are furnished by the export of 
lard from the corn belt and by the tobacco and other agricul¬ 
tural industries. It is possible that such markets might be 
closed after this war unless we find a form of commercial 
policy which will enable us to reorganize multilateral trade. 
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But it is the developing importance of the great machine 
industries which makes foreign trade most significant for the 
United States. Professor Upgren has made a neat calculation 
which shows the trend of our export trade. 1 In the years 1901- 
1905, cotton, wheat, and edible animal products provided 
forty-five per cent of our total exports while four leading 
manufactured exports, including petroleum, provided only 
thirteen per cent. By i 9 37 these proportions were almost ex¬ 
actly reversed, the agricultural exports being fourteen per 
cent and the manufactured exports forty-five per cent, of the 
total. Since 1937 this trend has been much accentuated. When 
this war ends we shall have a greatly increased capacity for 
manufacturing production, especially in the heavy industries. 
The expansion of their export markets is necessary if recon¬ 
version from war to peace production is to proceed with a 

minimum of dislocation. 

But the real problem in expanding our foreign trade does 
not concern exports. The whole world is hungry for American 
goods. Every one would like to have the opportunity of riding 
in American automobiles, of drinking American fruit juices, 
and of possessing electric refrigerators and other conveniences 
of life. There is little doubt about the world demand tor 
American goods. The difficulty is to find ways for other people 
to pay for these exports. It is the problem of persuading the 
American people to accept payment for the products of their 
labor which they export for the consumption of people in 
other lands. Hence in discussing our foreign trade, the stress 
must be placed upon imports rather than upon exports. 

« Arthur R. Upgren, Raw Materials and Inter-American Solidarity, Nor¬ 
man Wait Harris Institute Lecture (Chicago, July 1941 )• 




The case for an expanded volume of imports into the United 
States after the war is far stronger than many persons believe. 
American access to imported raw materials is vitally neces¬ 
sary if economic activity in the United States is to be main¬ 



tained at a high level. No doubt there are theoretical possibili¬ 
ties of substituting domestic materials. Scientific progress is 
rapid and synthetic products are capable of development. But 
these possibilities are still in the realm of theory as far as 
postwar trade is concerned. Immediately after the war there 
is likely to be a scramble for scarce materials. Demands will 
be made upon the raw-material-producing countries by many 
other countries than our own and they will be willing to im¬ 
port and promise repayment with manufactured exports in the 
future. Unless the United States can establish a policy of 
multilateral trade based upon equality of trading opportunity, 
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our industrialists may well find themselves faced with a com¬ 
plicated array of bilateral and regional arrangements which 
will restrict their access to foreign materials and markets. 

II 

Before leaving this general introduction to come to the 
more technical questions of commercial policy, it may be well 
to make a brief survey of the conditions likely to be en¬ 
countered in trying to trade with other countries when the 
present war ends. The countries which have suffered directly 
from the ravages of war are in a peculiarly difficult situation 
as they regain their liberty. A war correspondent writing from 
liberated Paris the other day compared France to a girl whose 
fiance had been restored to her after four long and hard years 
of separation. The reunion was exciting and happy, but after 
the first ecstasy had diminished the fact that the fiance had no 
job and did not know where to turn for one was beginning to 
cloud the horizon. In France and other countries where trans¬ 
port and communication have broken down and the cupboard 
has been swept bare of essential industrial materials, recon¬ 
struction is a difficult and complex business. Coal is needed for 
power as well as for heat, but mining is held up by a shortage 
of lumber for pit props ; and lumber cannot be brought to tree¬ 
less regions until railroads are repaired or trucks and gasoline 
can be found. While the emergency lasts, governments of war- 
torn countries must maintain a tight control of external trade. 
It is inevitable that they shall pursue a planned economy and 
exercise a variety of exchange and production controls. 

Even where destruction has been less complete, as in 
Britain, the strain imposed by the long war effort upon eco¬ 
nomic and financial organization has narrowed the margin by 
which external bankruptcy may be avoided. Lord Keynes has 
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estimated the debt owed by Britain on current trading ac¬ 
count as likely to amount to twelve billion dollars by the end 
of this year. Serious inroads have been made into the holdings 
of British capital abroad and those which remain, or may be 
recovered, are not liquid but may even need further invest¬ 
ment to restore their productivity. To pay for current imports 
of food and raw materials, it is estimated that exports must 
be expanded by as much as fifty per cent; and this must be 
done at a time when exporting capacity is temporarily im¬ 
paired and the so-called invisible exports, such as shipping 
and commercial and financial services, are crippled also. Great 
energy and skill will be needed to avoid an unmanageable 
deficit in the international balance of payments and the temp¬ 
tation will be strong to seek bilateral or regional arrangements 
by which imports are secured where export outlets may be ex¬ 
panded. Indeed the prospect of organizing a variety of exclu¬ 
sively bilateral trade areas may well seem more promising to 
postwar British governments than any attempt to fit into an 
American policy of multilateral trade. 

The position of the U.S.S.R. must also be taken into ac¬ 
count. There is no reason to believe that the U.S.S.R. will 
abandon the methods of economic planning. Strict control of 
foreign trade is an essential instrument of planning. While it 
may be hoped that the U.S.S.R. will expand its economic 
connections with the trading world and, in doing so, will par¬ 
ticipate in multilateral arrangements for the settlement of 
clearing balances, it is probable that trade will still be con¬ 
ducted largely by purchasing and sales agreements negotiated 
by the state trading monopoly. 

Apart from its own expanding economy, the U.S.S.R. is 
bound to exert a considerable influence, perhaps directly upon 
its neighbors and certainly by the force of its example over a 
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much wider area. Since it will extend from the Baltic to the 
Pacific and from the Arctic to the Black Sea, and its popula¬ 
tion by 1970 is calculated to reach a total of 251 millions, it 
must by reason of its sheer economic weight in the postwar 
world be reckoned a powerful factor in all international 
arrangements. 

Ill 

I have made this brief survey of some of the general ques¬ 
tions we must face because economic policy does not develop 
in a vacuum. There are very clearly two sides to every exami¬ 
nation of our postwar position. Not only what is ideally pref¬ 
erable, but also what is politically feasible, must enter into our 
calculations. Trade implies reciprocity and commercial policy 
cannot be unilateral. The wishes and needs of other countries 
must be reckoned with as well as our own. 

The questions I shall discuss in the remainder of this ad¬ 
dress fall into three categories. There is first a set of questions 
concerning the technical aspects of commercial policy—re¬ 
ciprocal or multilateral agreements, cartels and commodity 
controls, worldwide trade based on most-favored-nation treat¬ 
ment or preferential agreements within regional groupings. 
Next comes the perennial question of our own tariff and its 
relation to employment and to living standards. Finally there 
are the passing but difficult questions that arise from the 
liquidation of the war—settlement of lend-lease indebtedness, 
relief, and rehabilitation. In addition, by way of postscript, I 
shall refer to the question of preferential treatment of United 
States’ colonial territories and special areas such as Cuba. 

This is a formidable array of political, administrative, and 
economic issues, national and international, and the first 
stopping place in my examination must come, I fear, before 
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I start. One may no longer assume that the treaty framework 
within which trade expanded so greatly during the nineteenth 
century has escaped damage in the course of the generation 
of economic warfare through which we have lived. Treaties 
of commerce and navigation have a long and honorable an¬ 
cestry. In the nineteenth century they amounted virtually to a 
code of international economic policy. The foreign trader 
was guaranteed equality of treatment with the citizens of the 
countries in which he traded. “National treatment” as it was 
called, in distinction from “most-favored-nation treatment” 
which guaranteed him equality of trading opportunity with 
his trading rivals, came to be taken for granted. In a world 
where governments limited their intervention to such minor 
activities as taxation, the guarantee of national treatment 
was a sufficient basis for the development of world markets. 

We live in a different world, where the activities of govern¬ 
ment constantly expand. In the process of expansion the 
principle of “national treatment” has been seriously impaired. 
Indeed one may go further. The practice of economic national¬ 
ism has developed to the point where trade and international 
economic relations generally have largely ceased to be based 
upon economic motives or judged by economic criteria. Not 
wealth but national power has become the dominant motive 
of policy. The centralization of economic control in the hands 
of state officials has given them an enlarged keyboard to play 
upon. In the negotiation of bilateral barter agreements not 
only tariffs and quotas, but exchange rates and exchange al¬ 
locations, prices, subsidies, railroad freights, and other charges 
could be manipulated. Indeed the process of barter consisted 
in first striking a bargain in which political as well as eco¬ 
nomic factors were taken into account and then in working 
out the terms of the bargain later. 
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If this paraphernalia of economic warfare is to be swept 
away, the conditions of competitive trade must be re-estab¬ 
lished. This means either the laborious process of negotiating 
a whole set of trading agreements, i.e., treaties of commerce 
and navigation, or the negotiation of one great multilateral 
agreement at the conclusion of the war. Such an agreement 
has been proposed by the Committee on International Eco¬ 
nomic Policy and described by it as an “International Economic 
Charter.”* Besides commitments to the principles of national 
treatment” and “most-favored-nation treatment,” such a 
Charter would contain agreements to simplify customs for¬ 
malities, to negotiate treaties for the elimination of double 
taxation, and to repress unfair competition. There is substan¬ 
tial agreement on all these matters hammered out in confer¬ 
ences of the League of Nations and the International Chamber 

of Commerce after the last war. 

However, the principal impediments to trade that developed 
in the years between the wars are quantitative restrictions 
such as import licenses and quotas, monetary restrictions and 
discriminations arising from exchange control, and regional 
preferential arrangements, including the British preferential 

treaties negotiated at the Ottawa Conference in 1 93 2 - 

It is very difficult to devise any methods by which quotas 
and exchange allocations can be administered without dis¬ 
crimination among supplying countries. They are by their 
very nature discriminatory and preferences are avowedly so. 
In the negotiation of reciprocal trade agreements, the United 
States has tried to establish methods by which equality of 
trading opportunity can be assured, but what in fact was 

a See World Trade and Employment, Committee on International Eco- 
nomic Policy (New York, 1944)- 
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achieved was an assured quota for the United States rather 
than competitive opportunity. If multilateral trade is to be 
restored on a basis of equal trading opportunity, these quan¬ 
titative, monetary, and preferential restrictions and discrim¬ 
inations must be progressively relaxed. 

The fact must be recognized, on the other hand, that state 
trading monopolies are firmly established, particularly in the 
U.S.S.R. There is, therefore, a very delicate problem in the 
development of trading relationships between economies 
based, however imperfectly, upon the competitive principle 
and those economies whose external trade regulation is an 
essential element of planning. It is clearly desirable to draw 
back the U.S.S.R. into cooperative trading relations with the 
other United Nations and ultimately with the whole world. 
The alternative is an uneasy and precarious series of bilateral 
bargains with a great and growing sector of the world econ¬ 
omy. But if trade is to proceed in much larger volume than in 
the prewar period, the weight of imports and exports to and 
from the U.S.S.R. will be a considerable factor in world trade. 
The establishment of a global quota with commitment to com¬ 
mercial rather than political criteria will hardly suffice to 
avoid disturbances if the volume of trade with particular 
countries is liable to shift abruptly. Some compromise with 
the quota principle, therefore, seems to be necessary in the 
case of trade with the U.S.S.R.—perhaps commitments to 
buy and sell in stated amounts over a series of years. 

In any attempt to reduce or abolish quantitative restric¬ 
tions on international trade such as import licenses, quotas, 
and exchange controls, it must be recognized that these devices 
were essentially defensive. They were national policies de¬ 
signed to protect the balance of payments against the pres¬ 
sures on exchange rates. In the postwar effort to develop 
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policies for full employment, many states may find it neces¬ 
sary to use these or similar devices to prevent external strains 
from breaking down domestic policies. Liberals promoting 
domestic full employment policies must be careful not to allow 
such policies to thrust us into the position where external con¬ 
trols play into the hands of those who would use such restric¬ 
tions for economic warfare. 

It should by now be clear that the suggestions made above 
are policies to abolish or mitigate practices which countries 
other than the United States have developed in recent years 
for the protection of their balance of payments. The United 
States in the past has not made much use of quotas, exchange 
control, or preferential duties. It is true that certain territories 
have been assimilated to the mainland of the United States, 
and a preferential agreement exists with Cuba. It seems 
improbable that the assimilation of the territories can be 
changed. Constitutional provisions are binding in this respect. 

The preferential agreement with Cuba is in a difterent 
category; but it is important to note that the abolition of 
this preference would be a severe blow to the Cuban economy. 
The same thing is true of British colonial preferences. When 
a dependent economy has been developed to supply a preferen¬ 
tial market, the sudden abolition of that preference is likely to 
be ruinous unless an alternative market can be opened up. 

IV 

This brings me to the question of the American tariff. Is 
there any prospect that the United States tariff will be 
lowered? If so, by what methods can this result best be 
achieved? I pass by the old debate on the question of free 
trade and protection since there is little new to be said on 
the subject. I assume with the overwhelming majority of my 
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professional colleagues that, whatever the merits of that old 
debate, the schedules of the Hawley-Smoot tariff in 1930 were 
indefensibly high and should be substantially reduced. There 
is no doubt in my mind that a substantial reduction in the 
present levels of the United States tariff is the price which 
other countries will ask, and must ask, if they are to abandon 
their quotas and exchange control systems, their preferential 
agreements and regional understandings, even perhaps their 
cartels. The fact that active employment at decent living 
standards will be a major objective of policy in all these 
countries emphasizes the point I am making. No country— 
Britain or Australia, France or Belgium, or any other country 
where employment policy looms large—can take the risk of 
abandoning its defenses against the deflationary effects of un¬ 
balanced exchanges unless it can be reasonably assured of 
expanding markets for its exports. A reasonable approxima¬ 
tion to full employment may be most desirably, and in my 
judgment most easily, attained in an expanding system of 
world trade; but if the United States is not ready to accept a 
larger, and steadier, volume of imports, other countries will 
not give up their employment objective. They will seek it, 
perhaps at the cost of lower but more equally shared living 
standards, within regional groupings such as an enlarged 
sterling area. 

I would also like to emphasize the fact that it is necessary 
for the volume of United States imports to be not only larger 
but steadier. Ours is the largest and most influential sector of 
the world economy. Its fluctuations have in the past been very 
great and their effect upon the raw-material-producing coun¬ 
tries of the world have been proportionate to the size of the 
American demand for raw materials. Therefore the achieve¬ 
ment of a high and steady level of productive employment in 
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the United States itself is, next to security, the most important 
of all postwar objectives of policy. 

The enlargement of United States imports depends first 
upon the degree of success achieved in regard to productive 



employment and secondly upon measures to reduce the United 
States tariff schedules. Consideration needs to be given to 
the merits of a direct approach to tariff reduction as against 
the more cautious approach by way of reciprocal trade agree¬ 
ments. There is much to be said for including in a multilateral 
agreement provisions pledging all the contracting govern¬ 
ments, including the United States, to cut their existing tariff 
schedules by an agreed percentage, say fifty per cent. This 
would cut the tariff barriers to trade in half at one stroke 
and if accompanied by a removal of quantitative and mone¬ 
tary restrictions would create a great expansion of world 
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trade. It would not be wholly equitable perhaps, but it would 
be effective. 

The alternative is to make bolder use of the method of 
reciprocal trade agreements. Analysis of the trade agreements 
so far negotiated shows that in regard to some countries, not¬ 
ably Canada, the powers of tariff reduction contained in the 
Reciprocal Trade Agreements Act have been freely used and 
not much remains to be done. Much can still be done with 
many other countries; but for this method to be effective the 
powers of the Administration should be enlarged when the Act 
comes up for renewal in June of next year* and vigorous use 
should be made of them. The negotiation of reciprocal agree¬ 
ments is a slow, selective process involving a long series of 
negotiations within this country and between this country 
and others in turn. So far it has done little, if any, damage to 
established American industries; but the very care with which 
it has been administered is indicative of the fact that the con¬ 
cessions to foreign countries have been limited and carefully 
safeguarded. 

This raises the question whether every vested interest that 
has grown up under the shelter of the tariff can be protected 
if world trade is to be restored. The answer to this must be 
categorical. It can be stated in three propositions. It is, I 
believe, possible to encourage a considerable flow of imports 
to this country with little damage to vested interests if we 
are prepared to reject the plea that every interest, however 
small and localized, must be protected against direct or in¬ 
direct foreign competition. Secondly, it is clear that the time 
to make tariff reductions is now while the national income is 
high and before the war demands slacken off and highly pro- 


3 1945- 



AMERICAS FOREIGN'-TRADE POLICY 


35 


tected industries are established again in their former lines 
of activity. And, finally, it should be recognized that some in¬ 
dustries must be impaired and some employment must be 
taken away, if the larger objective of the common welfare is 
to be achieved. The principle of compensation for the latter 
situation is a sound one. Subsidies, however, are no answer 
to the problem. If a more generous system of social security 
were established, there need be no distress and a greater vol¬ 
ume of employment in the community as a whole would soon 
absorb displaced workers. There would be some capital loss 
and this could, if necessary, be borne by the state as a cheap 
price to pay for the re-creation of world trade. 

V 

The liquidation of the war will be a heavy burden. Relief 
and rehabilitation, the prevention of epidemic disease and 
malnutrition, the first vital aid necessary to restore public 
utilities, to replenish raw-material inventories, and restore 
capital equipment—all these and many other harassing prob¬ 
lems including the prevention of monetary inflation will con¬ 
front the newly restored governments of the occupied terri¬ 
tories. The destruction yet to come may be very great and 
much of it wanton. 

Yet it is clear that the greatest burden must inevitably rest 
upon the tired and unhappy peoples who have already suffered 
so heavily. No gifts, however generous, can do much more 
than help them to help themselves. Still less is it reasonable to 
believe that loans, adding future burdens to their productive 
capacity, can be of much help. Therefore it is in the interest 
of those communities, which have escaped the direct burdens 
of war, to regard the immediate aftermath of hostilities as a 
consequence and continuation of the war itself and to give, 
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rather than lend, such aid as may be most essential to restore 
economic productivity in these stricken lands. 

Urgent and heavy as these needs may seem at first, they 
should not be exaggerated. The recuperative capacity of 
human nature is very great. The real tasks that confront us, 
the decisions upon which peace and prosperity in our time 
will depend, are not problems of charitable aid, but the great 
decisions we must make to lay the foundations of a world in 
which men may find outlets for their energy and skill. Employ¬ 
ment is the real problem; and employment is more than a 
means of livelihood; it is a way of self-expression, a measure 
of a man’s dignity and worth. 

The choice before us is whether we shall etideavor to or¬ 
ganize a world in which men can labor with those resources 
and skills which they can most effectively utilize in their own 
environment, exchanging the products of their labor in a great 
cooperative system of world trade; or whether each com¬ 
munity must endeavor with what resources it can command, 
or in combination with its immediate neighbors, to create 
self-sufficient and exclusive national or regional economies. 
It is whether, in this age of the radio and the airplane, we 
accept the interdependence of the world’s peoples and en¬ 
deavor to organize world prosperity, or whether we relapse 
into warring and exclusive nationalisms. In my judgment 
there is no solution for this employment problem except in 
a world of expanding trade. If we attempt to solve that prob¬ 
lem nationally we shall solve it only at a low level of income 
and national wealth, if indeed we solve it at that level, and 
we shall be breaking the world up into isolated nationalist 
fragments in which indiscriminate competition and war will 
be the order of the day. • 

A final word about cartels. It seems clear to me that our 
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chances of dealing effectively with private monopoly will be 
greater in a world of relatively free and expanding interna¬ 
tional trade than it can possibly be in a restricted world of 
suspicious and warring nationalisms. Indeed the problem of 
private monopoly is less to be feared than the risk that eco¬ 
nomic activity will come to be dominated by the imperious 
dictates of national security in a period of scarcely veiled 
preparations for renewed war. There is proceeding before our 
eyes a revolution in industrial methods based on applied sci¬ 
ence that must surely bring greater changes in marketing and 
the exchange of goods than followed in the wake of the In¬ 
dustrial Revolution. It is as unrealistic to expect that goods 
will be sold by nineteenth-century methods in the twentieth 
century as it was to expect the village shops and fairs to sur¬ 
vive the mechanization of industry and transport. We should 
not try to put the clock back. As the energy and ruthless 
efficiency of the captains of industry in the railway age pro¬ 
duced more abundant and cheaper goods for consumers, we 
should encourage and accept the new technical methods of 
production that modern science constantly places at our dis¬ 
posal. But we have the capacity and the power, if we have 
the will, to see that these developments are directed to the 
social interest. One contributing factor to the growth of mo¬ 
nopoly is protection. Freer international trade, supplemented 
by legislation and international agreement to outlaw anti¬ 
social practices, may give us at least the chance to grapple 
with the problem of private privilege and monopoly without 
destroying the advantages of new technical methods. Com¬ 
mercial policy directed to the removal of trade barriers is not 
an alternative to the control of cartels, but an essential prior 
condition of its success. 
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VI 

In conclusion, let me repeat the principal thesis of this ad¬ 
dress. Within the next few months we face a series of decisions 
and those decisions vitally affect our future. They are deci¬ 
sions that will determine whether we go forward toward an 
expanding economy and the incontestable benefits, such as 
prosperity and peace, which flow from such expansion, or 
revert back to the restricted international economy and the 
stresses it produced in the period before the war. 

An illustration will make my meaning clearer. In the great 
crisis of 1931, the device of an exchange equalization fund 
was invented after prices had fallen on world markets and 
trade had been thrown into confusion. England first, and 
other countries afterwards, adopted the device of cutting off 
the domestic credit system and setting aside a special reserve 
of equalization to take care of the international strains. No 
less than sixteen of these national funds existed before the 
war broke out and each of them was a defensive mechanism 
designed to protect the economy of one country. Unless we 
devise some method by which we have international collabora¬ 
tion and consultation in the maintenance of agreed and stable 
exchange rates, we shall have these funds operating within 
systems of exchange control as new methods of monetary war¬ 
fare and very effective methods of international economic 
conflict. 

This is the kind of choice with which we are faced. After 
we have taken care of the transitional problems created by 
the war we can, I believe, make an effort to build a more gra¬ 
cious and a more human order of society in which the average 
man will have his valued place. We can also build a steadier 
national economic system and still retain the advantages of 
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international trade. But we can do these things only on one 
condition—that we establish mechanisms of international con¬ 
sultation and cooperation so that the nations do not fight in 
the economic sphere, but work out collaborative methods for 
the exchange of their products. Then and only then can we 
solve our domestic problems satisfactorily. Otherwise, our 
economic resources will be mobilized again for war. 
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Marcus Nadler : 

Post-war Investment Prospects Abroad 

International economic relations among nations in the post¬ 
war period will play a decisive role in determining in what 
kind of a world we and our children will live. If these relations 
are sound, it will not only lead to world prosperity accom¬ 
panied by constant increase in standards of living but it will 
also have a very important bearing on the peace of the world. 
On the other hand, if no sound foundation is laid for world 
trade in the postwar period, then each nation or group of 
nations will adopt policies similar in character to those that 
prevailed during the thirties. These will lead to economic 
nationalism and will have results similar to those witnessed 
prior to the outbreak of the Second World War. 

I 

Foreign trade constitutes one of the most important eco¬ 
nomic contacts among nations. What I wish to discuss here, 
however, is how foreign trade can be financed in the postwar 
period. Before analyzing this subject in detail it is advisable 
to raise some questions. First, what will be the basis of foreign 
trade in the postwar period and will the volume be large or 
small ? Second, what will be the attitude of the various coun¬ 
tries in the world toward foreign trade? Third, to what extent 
will the various foreign-trade impediments which were erected 
prior to the outbreak of the war be maintained or be removed ? 

One may take it for granted that the need for international 
trade in the postwar period will be exceedingly great and that 
there is a real possibility that the total volume of such trade 
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will be considerable. There is, in the first place, the demand 
for all kinds of capital goods arising out of the need of recon¬ 
structing war-torn Europe. I dare say that Soviet Russia alone 
will be willing to buy billions of dollars of capital goods in the 
United States over a period of years if the financing thereof 
can be arranged. There will also be the need for economic de¬ 
velopment of retarded areas. China, for example, could buy 
billions of dollars worth of capital goods if credit facilities 
were available. In addition during the war the process of in¬ 
dustrialization has gone forward in a number of countries. 
Industrialization, contrary to the prevailing belief, does not 
lead to a decline in the volume of foreign trade, but to an in¬ 
crease. This has been proved conclusively in the case of 
Canada, Japan, and Germany in recent years. 

In the light of this potential demand for American goods 
the problem that arises is that of placing dollar exchange at 
the disposal of foreign countries to buy these goods. In other 
words, how will foreign countries be able to pay for merchan¬ 
dise bought here? Formidable though this problem is, its solu¬ 
tion is not as complicated nor as hopeless as a great many 
people believe it to be. After this war the United States will 
in all likelihood import large quantities of raw materials which 
were not imported previously. A good example is petroleum. 
Moreover the standard of living of many people in the United 
States has increased and costs of production in this country 
will be high. The United States must therefore become pri¬ 
marily a mass-production nation and handmade articles will 
have to be imported in large quantities from abroad. 

What is of greater importance is the fact that, if economic 
and political stability prevails throughout the world, Ameri¬ 
can tourist expenditures abroad will be very great. Further- 
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more we may expect an outflow of capital from the Lnited 
States in the form of direct investments. 

I also believe that the attitude of foreign governments to¬ 
ward foreign trade will be favorable. Great Britain will have 
to export about forty to fifty per cent more than she did before 
the war. There will be the need of all kinds of capital goods on 
the Continent of Europe. Hence, it is certain that every coun¬ 
try in Europe will be interested in fostering foreign trade. As 
for trade impediments, if the nations of the world adopt the 
findings of the Bretton Woods Conference they will have com¬ 
mitted themselves to remove some of the worst trade impedi¬ 
ments immediately, and others over a period of years. For 
these reasons one may conclude that the volume of foreign 
trade in the postwar period will probably be greater than ever 

before. 

II 

We come now to the problem of financing the foreign trade. 
Under normal conditions when the balance of payments of a 
country is well adjusted, the financing of its foreign trade is 
merely a routine technical matter. The question of iinance be¬ 
comes an important one when countries, whose balance of 
payments is already out of equilibrium, are suddenly con¬ 
fronted with the task of importing huge quantities of capital 
goods. The latter will actually be the situation at the end of 
the present war. The balance of payments of Great Britain, 
one of the greatest trading nations of the world, has deterio¬ 
rated partly because of the loss of foreign investments, partly 
because of the uncertainty of shipping, and partly because 
Great Britain has accumulated a short-term debt which, at the 
end of the present year, may amount to about three billion 
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pounds or roughly twelve billion dollars. Her demand for 
capital goods will be considerable. The demand for such goods 
will be even greater in a number of other European countries 
where the destruction of property has been great and whose 
international economic equilibrium has been impaired. These 
are the reasons why the financing of postwar foreign trade is 
a problem of the first magnitude. 

Let us take a closer look at this question of financing foreign 
trade. Foreign trade is normally financed through the follow¬ 
ing channels: (i) private institutions that include commercial 
banks, acceptance houses, discount houses, etc., the latter be¬ 
ing especially adapted to finance transactions relating to for¬ 
eign trade; (2) private investment banking houses; (3) pri¬ 
vate corporations. Governmental agencies also play an im¬ 
portant part in financing foreign-trade transactions and they 
will doubtless assume an even greater role in the future in 
financing the trade in certain types of commodities. Finally 
mention should be made of special institutions such as those 
envisaged at the Bretton Woods Conference. If these are 
eventually established, they will be especially valuable during 
the initial phases of postwar-trade revival not only in financ¬ 
ing ordinary self-liquidating transactions but capital-goods 
transactions as well. 

The actual operation of these various institutions can now 
be scrutinized in greater detail. Commercial banks in the 
United States have well-established and well-staffed foreign 
departments. They will be in a position shortly after the war 
to finance all self-liquidating transactions with countries that 
have a sound national banking system and adequate resources 
abroad. By self-liquidating transactions, I mean, for example, 
the exportation or importation of raw materials, such as cot¬ 
ton, wool, etc. The commercial banks of the United States are 
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in a position now to finance all such transactions of the follow¬ 
ing countries: the Latin American republics, the Scandinavian 
states, the British Empire, France, Holland, Belgium, Switzer¬ 
land, Portugal, and Turkey. All these countries have well- 
established banking systems, the leaders of which are well 
known to the banks of the United States. Where such knowl¬ 
edge and confidence exist, there is little doubt that self- 
liquidating transactions can be readily and satisfactorily fi¬ 
nanced by the commercial banks. 

In all probability American commercial banks will also be 
willing to extend short-term credits to certain foreign govern¬ 
ments. Some weeks ago the commercial banks of New York 
arranged for a hundred-million-dollar credit for the Dutch 
Government. Initially this credit will be secured by gold and 
the lending banks take no risk whatever. Such security was 
required because nobody could tell what the economic and 
political conditions in Holland will be after the war. But once 
the legitimate government returns to Holland and Dutch in¬ 
stitutions have been re-established, I feel confident that the 
Dutch Government will be able to borrow substantial sums in 
the United States without gold collateral. In other words once 
we get along with reconstruction after the war, the commer¬ 
cial banks of this country, and in other countries as well, will 
assume a large responsibility in the financing of various types 
of international transactions. 

Investment bankers, too, can play an important role in 
financing the exportation of capital goods. When an invest¬ 
ment house in the United States sells a loan for the govern¬ 
ment or a corporation of a foreign country, it has placed dollar 
exchange at the disposal of that country and the dollar ex¬ 
change is invariably used to finance the export of merchandise. 
It makes no difference whether the proceeds of the loan are 
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used for buying merchandise in the United States or elsewhere. 
A foreign loan contracted in the United States, unless it goes 
abroad in the form of gold, finances in the long run the ex¬ 
portation of goods and services from the United States. 

It is, however, quite certain that investment bankers will 
not make any sizable contribution to the financing of foreign 
trade in the immediate postwar period. Economic and politi¬ 
cal conditions abroad will be so uncertain that investment 
banking houses in the United States will hesitate to under¬ 
write securities of foreign countries, and investors will not be 
willing to buy such securities. Here is where the Bank for Re¬ 
construction and Development proposed at Bretton Woods 
can be of great service. Through the initiative and security 
which this institution can provide, the international capital 
market could be revived and substantial sums of credit and 
foreign exchange could be placed at the disposal of economi¬ 
cally weak countries to enable them to develop their natural 
resources or to repair their industrial plants. 

in 

But it is my opinion that the most important role in financ¬ 
ing trade between the United States and foreign countries will 
be played by private corporations. There are various ways in 
which a private corporation can finance such trade. It may, 
for example, export merchandise abroad on credit. The credit 
extended can take the form of an open-book account or, what 
is more likely, of a trade acceptance. During the twenties, the 
Soviet Government bought large quantities of capital goods 
in the United States from some of our largest manufacturing 
concerns. The Soviet Government paid as follows: it made an 
initial down payment of anywhere between twenty-five and 
forty per cent and paid for the rest with notes, drawn by the 
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American manufacturer on the Russian trading organization, 
known as the Amtorg Trading Company. The American manu¬ 
facturers either held these trade acceptances to maturity or 
sold them at a discount in the open market without recourse. 
All those who held the Russian bills to maturity were paid in 
full and on the date when the notes came due. The experience 
of American manufacturers with such trade acceptances has 
been satisfactory and there is no reason to believe that this 
procedure will not be repeated on a much larger scale in the 

postwar period. 

Another and more important way in which American cor¬ 
porations can finance foreign trade is by direct investment 
abroad. A direct investment occurs when an American cor¬ 
poration opens a branch or a subsidiary in a foreign country, 
or obtains a concession to develop the natural resources, or to 
erect a public utility in a foreign country, or otherwise engages 
in increasing the productivity of a foreign country. There are 
many factors that will stimulate direct investment abroad 
after the war. In the first place, the productive capacity in the 
United States has increased very sharply, yet many plants 
may not prove to be profitable, because of the high wage levels 
that prevail in this country. To overcome the high cost of labor 
some American manufacturers will endeavor to operate with 
the very latest and most efficient machinery. But instead of 
scrapping the old machinery entirely, some will transfer their 
plants to countries where the costs of labor and taxes are lower. 
Much machinery of this type may be moved to China, the 
Middle East, the Far East, and even to certain European 
countries. Such direct investment does not mean imperialism 
or political complications between the two countries con¬ 
cerned. As proof we need only mention Canada. American 
business has probably invested more money in Canadian 
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plants than in any other country; nevertheless the political 
relations between the United States and Canada are highly 
satisfactory. 

Direct investments have a number of distinct advantages 
over loans. If a foreign country floats a loan in the United 
States, it must start paying interest immediately. Six months 
after the loan is made, the borrowing country must pay the 
first coupon on the bonds whether or not the proceeds of the 
loan have been used. Direct investments materially reduce the 
transfer problem; that is, the problem of transferring local 
currency into foreign exchange. Let us assume that an Ameri¬ 
can textile factory transfers a plant to China. As an economic 
unit China has obtained a factory and is in a position to utilize 
Chinese cotton. The American concern does not expect the 
Chinese subsidiary to operate at a profit the first year. Profits 
which are made during the first two, three, or four years are, as 
a rule, generally plowed back into the property. During the 
fifth or sixth year, if the subsidiary has a profit, it transfers to 
the American owners only a certain percentage. Thus in a 
direct investment the problem of transferring earnings to in¬ 
vestors is much more flexible than in cases where loans with 
fixed interest are made. Moreover if an American concern 
establishes a textile factory in China, it is reasonable to assume 
that it will send managers and foremen to China, thereby pro¬ 
viding Chinese workers with the possibility of learning some¬ 
thing new and of increasing their own productivity. A third ad¬ 
vantage of direct investment is to be discerned in the fact that 
when capital goes abroad in such a form it will be used for the 
purpose specified and nothing will be left in the hands of the 
politicians who, as a rule, handle foreign loans made to their 
governments. 

Basically, a foreign country cannot be helped by charity 
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although this may be needed in the immediate postwar period. 
A foreign country can be helped best if we teach its citizens 
how to utilize their own natural resources and how to increase 
the productivity of their labor. Direct investments, if well 
handled, achieve these aims. I believe that, at the end of the 
war, conditions will be favorable for direct investments abroad 
and, with the exception of the Soviet Union, a number of coun¬ 
tries will attract American branch factories or other capital 
for the purpose of developing their natural resources. 

Direct investments can be either “outright” or “mixed.” By 
the former is meant that an American concern owns the for¬ 
eign subsidiary outright without any participation of local 
capital. A mixed direct investment, on the other hand, implies 
that both foreign as well as local capital participates in the 
venture. 

There are advantages as well as disadvantages in either type 
of direct investment. Where the foreign subsidiary is owned 
entirely by American capital, there is no interference on the 
part of local stockholders and the home office in the United 
States can adopt any policy suitable for it. On the other hand, 
this type of investment very often leads to the accusation of 
economic imperialism. This is particularly true in cases where 
foreign capital is used to develop the natural resources of a 
country. 

The mixed type of investment has certain advantages which, 
briefly, are as follows. First, the American concern need not 
provide the foreign subsidiary with local funds. These funds 
obtained from local stockholders can be used for the purpose 
of buying land, erecting plants, and as part of working capital. 
The foreign corporation has only to provide machinery and 
equipment and skilled personnel. Secondly, the mixed type of 
investment further reduces the transfer problem since only a 
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portion of the profits is remitted to the country where the 
home office is located, the remainder being distributed among 
the local stockholders. Above all, it removes the stigma of eco¬ 
nomic imperialism. 

In countries where sufficient local capital is available, 
Americans may prefer the mixed type of investment. On the 
other hand, in countries where little or no capital is available, 
Americans must of necessity erect their plants without any 
local assistance. Most Latin American countries as well as 
China prefer the mixed type of investment. 

It is argued that if Americans make large direct investments 
in foreign countries this will lead to their industrialization and 
in turn increase competition with American manufacturers 
and thus cause a decrease in our foreign trade. Although the 
industrialization of a nation does lead to a change in the type 
of commodities traded in, it does not lead to a reduction in for¬ 
eign trade. On the contrary, it is inevitably followed by an in¬ 
crease in the value and volume of such trade. International 
trade in staples that are easy to make definitely decreases. On 
the other hand, trade in more complicated manufactured 
articles increases. This is due primarily to the fact that in¬ 
dustrialization invariably leads to an increase in the standard 
of living of the people. This in turn leads to an increased de¬ 
mand for all kinds of commodities which most people could 
not afford before. 

The industrialization of some countries, however, is bound 
to bring with it some tariff protection since it is contended 
that the industries could not otherwise survive. It is, therefore, 
of the utmost importance that American concerns establish 
factories in only those foreign countries where a sound eco¬ 
nomic foundation exists. For example, while it is sound for 
countries that produce cotton or wool to establish a textile 


FINANCING AMERICA’S FOREIGN TRADE 


Si 


industry, it would be unsound for countries that lack coal and 
iron resources to endeavor to establish a steel and iron in- 

It is also highly desirable that duplication of plants be 
avoided. To achieve this purpose, therefore, it might be advis¬ 
able if the United Nations were to establish a planning board 
to guide and direct foreign investments. If the International 
Bank for Reconstruction and Development is established it 
could render considerable assistance to American concerns 
contemplating making foreign direct investments. Should the 
charter of this Bank not permit it to engage in such advisory 
work, the International Chamber of Commerce could easily 
perform such a function. Through coordinated planning the 
industries established in the economically retarded areas 
would be based on raw materials found there and would pre¬ 
vent the duplication of plants. The latter is of particular im¬ 
portance in view of the great demand for machinery and equip¬ 
ment which will exist at the end of hostilities. 

It should be noted, however, that American industrialists 
will be willing to aid in the industrialization of foreign coun¬ 
tries only if certain prerequisites arc present; namely, inter¬ 
national economic and political stability throughout the world 
without the threat of war, and internal political stability in 
the various countries and guarantees that there will be no dis¬ 
crimination against American interests. It is obvious that if 
the international economic and political situation is unsound 
or if an individual country is confronted with great political 
disturbances at home, executives of American corporations 
will be unwilling to invest in these countries. Similarly, unless 
laws are passed guaranteeing that American interests will not 
be discriminated against there will be no willingness on the 
part of Americans to erect plants or to invest substantial sums 
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in foreign countries. If, on the other hand, these prerequisites 
are present it is certain that the outflow of capital in the form 
of direct investments from the United States will be sub- 
stantial. 

It is also quite possible that in the immediate postwar 
period, if not earlier, some American corporations will acquire 
shares of existing European corporations in order to enable 
the latter to buy new machinery and equipment and to in¬ 
crease their working capital. 

If, therefore, at the end of the war, there is a willingness 
among the great nations of the world to cooperate and if the 
international economic and political situation is sound, there 
will be a substantial outflow of capital from the United States 
in the form of direct investments that will enable foreign 
countries to utilize better their natural resources and to in¬ 
crease their own standard of living. If the standard of living of 
the rest of the world is raised, we, as a nation, will benefit from 
such a development. 

Governmental agencies will also play an important role, at 
least in the immediate postwar period, in the financing of ex¬ 
ports of certain types of commodities. In the case of the United 
States, the Export-Import Bank will continue to operate, and 
will facilitate the exportation of certain types of commodities 
requiring a credit of anywhere between three and five years. 
It would not be at.all surprising if the resources of the Export- 
Import Bank were increased materially in order to enable it to 
meet the demand for American products. The activities of the 
Export-Import Bank need not compete with the private banks, 
because they can participate in all the Export-Import Bank’s 
transactions. 

There is also the possibility that, in some of the European 
states, governmental agencies will be established to guarantee 
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loans or credits extended to foreign countries. Some nations 
may revert to the practice which existed before the war of 
guaranteeing exports of capital goods to the Soviet Union. The 
activities of the governmental financial agencies will be im¬ 
portant in the immediate postwar period, especially as long as 
economic and political conditions remain unsettled. But as 
soon as conditions become more stable and the outlook clearer, 
it is my opinion that private corporations, along with the com¬ 
mercial banks, will play the most important role in the financ¬ 
ing of the foreign trade of the world. 

I shall not describe in detail the proposed international 
financial institutions outlined by the Bretton Woods Confer¬ 
ence. But if these institutions are established they will aid 
greatly in the financing of foreign trade, especially during the 
early postwar period when the credit standing of many coun¬ 
tries will be unknown. For example, it would be difficult for a 
private bank in the United States or elsewhere to extend a 
credit to a poor and exhausted country like Greece which has 
no foreign assets to speak of. But through the facilities of the 
international institutions, such as were proposed at Bretton 
Woods, Greece will be able to obtain dollars or other cur¬ 
rencies for the purpose of buying cotton, or hides, or capital 
goods which arc much needed in that country. The same would 
be true of China. Shortly after the war no private bank 
would be willing to buy the securities of the Republic of China. 
Conditions will be too uncertain. On the other hand, if the Re¬ 
public of China should sell securities guaranteed by the pro¬ 
posed International Bank for Reconstruction and Develop¬ 
ment, buyers will be found for these securities, and China will 
be in a position to obtain certain types of capital goods needed 
for the development of that country. 
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IV 

We may, therefore, reach some rather optimistic conclusions 
about the problem of financing the foreign trade of the world 
after the war. We can be certain that the need for foreign trade 
will be very great. If conditions, economic and political, are 
sound, the volume of such trade will be larger than ever before. 
Expanded international trade can and will have a beneficent 
effect on business activity in the United States. The main 
problem confronting the world is to restore the international 
balance of payments of a number of countries. The speed of 
this restoration will depend on the commercial policies adopted 
by the various countries and on the degree of cooperation, 
economic and political, that will prevail among the large and 
small nations of the world. If the institutions envisaged at the 
Bretton Woods Conference are set up, they will hasten the 
reconstruction of the world and help materially in solving the 
great balance-of-payments problem that confronts a number 
of countries. 

During the early postwar period, governmental agencies 
and special institutions will have an important part in the 
financing of the world’s trade. But once economic and politi¬ 
cal conditions throughout the world are stabilized, we may 
expect a considerable outflow of capital from the United 
States in the form of direct investments. The export of capital 
from the United States in the form of direct investments will 
increase the productivity of the various countries, increase 
their standard of living, and lead to better and sounder rela¬ 
tions with the United States. 

Foreign trade and its financing are not of importance merely 
to specialists. They are questions of importance to all. If 
foreign trade is on a sound basis, cooperation among nations 
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of the world will prevail. On the other hand, if the United 
States pursues the same restrictive policies as during the 
twenties and if other nations adopt similar policies, the end 
will be a repetition of what we witnessed in the period between 
the two wars. Whether we choose the road of cooperation or 
the road of economic self-sufficiency depends entirely on the 
policies which we put into effect at the war’s end. 




Harry D. White : 


The Brett on Woods Proposals' 


In any discussion of the problems of financing postwar for¬ 
eign trade the proposals of the United Nations Monetary and 
Financial Conference held at Bretton Woods, New Hamp¬ 
shire, from July r to 22, 1944, are of prime importance. I pro¬ 
pose to explain very briefly what these proposals relating to 
international monetary and banking cooperation are. We who 
are officially concerned with them are eager to have the public 
understand them because we think they are very important. 
Because of their technical character it is especially incumbent 
upon all groups who are in any way concerned with interna¬ 
tional affairs and with American policv to understand these 
proposals, evaluate them, formulate opinions upon them, and 
make these opinions felt. 

I he specitic proposals will come before our government for 
consideration some time very soon and also before the govern¬ 
ments of the rest of the United Nations. I suspect there will 
be considerable diflerences ot opinion on their merits because 
they do not deal with pious generalities or statements of broad 


objectives. On tlie contrary, the Bretton Woods proposals are 
precise and definite. I hey provide for specific institutions 
with tremendous resources—perhaps the largest resources 
ever given any institution in history—and these institutions 
are to be powerful institutions with clearly specified functions 
and powers. They have a direct bearing upon the future of 
foreign trade and the proper flow of foreign investment and 
hence are c loselv lied up with the question of increasing the 


’ Hus is a transcript ot the extemporaneous remarks delivered by Dr. 
White before the Institute. 
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volume of postwar world trade and promoting world economic 
recovery. 

I 

All of us know that the international position of the United 
States is quite different today from what it was twenty-five or 
even fifteen years ago. Whether we like it or not, we have been 
thrust into a leading position in world affairs ; and the United 
States now bears a heavy responsibility in the field of inter¬ 
national finance and banking. It is only natural then that our 
government should have attempted to foresee some of the 
major problems in the field of international monetary and 
banking policy that will face us after the war and to make an 
attempt to devise at least partial solutions for these problems. 

Now what specifically are those problems? First, there is 
the need for a flow of capital from the capital-rich countries to 
the capital-poor countries. I suppose there has never been a 
time in history when the need for capital for foreign invest¬ 
ment has been so great and, what is more important, so urgent. 
All of us are familiar with the terrific destruction which has 
gone on and is going on in Europe, the destruction of ports, 
railway facilities, public utilities, and factories. Throughout 
Europe there has also been an almost complete conversion of 
factories from peacetime to wartime use. In the rest of the 
world, in South America, in some parts of the Far East, and in 
India, the flow of capital has been stopped for a decade or 
more. Little attempt has been made to replace the deprecia¬ 
tion in industrial machinery and in public utilities ; and there 
is also the backlog of normal foreign investment that must be 
added. For all these reasons, the need for foreign investment 
is greater than it has ever been before, and the magnitude of 
the need is literally staggering. 
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It is necessary to emphasize the fact that it is absolutely 
essential that the needs be met. It is impossible to expect po¬ 
litical stability in European countries let alone any approach 
to prosperity, unless they can get on their feet economically. 
They must get their factories going. They must get transpor¬ 
tation going. They must get their public utilities going. All 
these needs require capital in large amounts. 

We can readily understand that unless these countries can 
restore their economies none of their governments can acquire 
stability. Their workers will demand employment and their 
citizens will demand that goods begin to flow. Governments 
that do not make these things possible are not going to last 
very long. Nor will their successors fare much better so long 
as economic revival is delayed. 

Therefore it is vital that they have access to capital. Some 
of that capital they will be able to raise at home. But much of 
it must come from abroad ; and, as we know, there are only a 
very few countries, chiefly the United States, from which 
capital can come, certainly in the earlier years. Our job then is 
to facilitate that flow of capital. We must devise some way to 
make certain that there is an adequate stream of investment 
flowing from the United States and a few of the other creditor 
countries to the spots that need it so badly. 

Capital flowing from America or other capital-rich countries 
will in some instances take the form of direct investment; that 
is, a private corporation will build a plant in a foreign country 
where there is investment opportunity. That kind of develop¬ 
ment will take place fairly rapidly after the war; but direct 
investments will not be nearly enough. We have to export 
much capital in the form of machinery and raw materials for 
the necessary work of reconstruction and development. Un¬ 
fortunately such capital is not likely to be forthcoming in 
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large amounts. The American investor may furnish a little. 
But he has incurred many losses in the last twenty years be¬ 
cause of foreign-exchange restrictions and defaults. He is 
uncertain about the future in Europe and Asia. He is therefore 
justly cautious about investing his money abroad. He is un¬ 
likely to invest even on the scale on which he invested during 
the twenties; and that scale would not be nearly enough. 
Moreover if he did make some investments they would have 
to be at a pretty high rate of interest to cover his valuation of 
the risk which he is undertaking. We cannot therefore look to 
the private investor to supply the capital on the scale needed 
without some guarantee against loss. That means that the 
government has got to do something; and, as every one knows, 
one of the institutions which we devised at Bretton Woods is 
designed to meet this imperative need. 

The second problem which we foresaw was that created by 
the complete disruption of monetary systems in Europe. Some 
of us have probably recently read newspaper dispatches on 
the situation in Greece where the monetary inflation ap¬ 
proaches the condition prevalent in Germany, Hungary, and 
Austria in the twenties. It now takes almost a wheelbarrow of 
Greek drachmas to buy a pound of butter. Inflation has de¬ 
veloped so rapidly and the currency has depreciated so fast 
that the monetary system has virtually broken down. The 
situation in Greece is worse than elsewhere, but it is very 
grave in many other places. China too is confronted with the 
problems arising from inflation. Even in France the black 
market is flourishing and black market rates are considerably 
in excess of the so-called official rates. One could go from 
country to country and find monetary systems are in an un¬ 
sound state. The only reason why they are able to continue at 
all is because they are not operating under the usual rules of 
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international trade but are, in effect, governed by military 
necessity. There is no international trade aside from what the 
armies and navies import and export, and so the full impact 
of monetary disruption is not yet felt. But it is of the utmost 
importance that these foreign monetary systems be put on a 
sound basis before operations in the field of international 
trade and finance begin. 

The third problem which we foresaw was the possibility of 
economic warfare after military hostilities have ceased. Every 
government feels keenly the need for recovering foreign trade. 
Every government is concerned with the possibility of a low 
degree of business activity and a high degree of unemploy¬ 
ment in the future. Every government particularly in Europe 
knows that it cannot survive for long if it is going to have 
any large amount of unemployment; and hence every govern¬ 
ment will make a serious attempt to increase its share of 
foreign trade and leave no stone unturned in the attempt. 

Now one of the usual devices to which countries have re¬ 
sorted in the past and which is too frequently attractive in the 
short run is the depreciation of its currency: another is the 
use of multiple currency devices, such as Germany carried to 
a logical extreme in the thirties. There are also other devices, 
such as specific types of exchange controls and subsidies. Re¬ 
sort to one or all of these instrumentalities of economic war¬ 
fare in an effort to get more foreign trade will be taken unless 
something constructive is done to release credit and start the 
wheels of industry moving and establish a sound foreign-ex¬ 
change structure. If countries embark on a policy of economic 
warfare, disruption of international trade and a falling level 
of the aggregate of international trade will certainly follow 
and it is not at all unlikely that political difficulties among 
countries will be greatly aggravated as a consequence. It is 
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therefore most important that something be done to forestall 
the development of economic warfare after hostilities have 

ceased. 

II 

Those then are the three problems: the need for foreign 
investment; the need to put many of the currency systems of 
the world on a sound basis; and the necessity for preventing 
the outbreak of economic warfare. It was to meet these three 
needs that the Bretton Woods proposals were devised. A word 
about the history of those proposals, before I describe them 
in any detail. 

The first plans were drafted about two years ago, one for 
a bank, and one for a stabilization or monetary fund. After 
they were drafted they were presented to the President in 
preliminary form. He encouraged American experts to con¬ 
tinue their investigations and hold further discussions. Sub¬ 
sequently, experts of some thirty-odd countries came to \\ ash- 
ington at the invitation of the Secretary of the Treasury and, 
after prolonged conferences with each one of them, the 
original proposals were altered, suggestions by the technicians 
of various countries were incorporated, and an attempt was 
made to formulate the kind of realistic proposals that would 
meet such needs as the various experts identified. At the same 
time, a large number of conferences were held with banking, 
business, and technical groups within the United States. We 
received literally hundreds of letters of criticisms and sugges¬ 
tions. These were all gone over very carefully by an American 
technical committee, consisting of representatives of the vari¬ 
ous interested departments. The suggestions that seemed de¬ 
sirable were incorporated and changes were made in the light 
of some of the criticisms. 
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Finally the draft proposals were submitted to a preliminary 
conference of some of the representatives of the leading na¬ 
tions. From it there emerged a statement of principles for a 
stabilization fund and an outline sketch of the structure of an 
international bank. These were to serve as the basis for the 
formal conference held last summer at Bretton Woods. Pre¬ 
ceding it, there was an informal technical conference at Atlan¬ 
tic City where, for several weeks, some sixty or seventy 
experts from the leading nations worked for sixteen hours a 
day trying to clear away the ground and secure agreement on 
as many points as possible before the more formal conference 
that was to follow. 

The conference at Bretton Woods lasted about three weeks. 
There were representatives of forty-four nations there, con¬ 
sisting of a galaxy of men prominent in international finance. 
There were almost a score of ministers of finance; there were 
a large number of technicians connected with the treasuries of 
the various countries. There were present at that conference 
many of the men who had operated all the large stabilization 
funds during the past decade, men who had shaped policies 
and had had charge of the actual fiscal operations of many of 
the governments of the world. As a result of the conference, 
two drafts were formulated, one for an International Bank 
for Reconstruction and Development and the other for an In¬ 
ternational Monetary Fund. Those drafts are now before the 
respective governments for rejection or acceptance. 

Ill 

How would the Bank meet the need that I indicated earlier? 
Very simply. The Bank will have assets of about ten billion 
dollars; at least it would have, if all the countries join that 
are expected to do so. The actual figure proposed now is 
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about nine billion dollars. Those assets are chiefly in the form 
of callable funds. In other words, the money is not paid up ; 
it can be called upon by the Bank when needed. The Bank’s 


SUBSCRIPTIONS TO THE INTERNATIONAL BANK 

(millions of dollars) 


Australia .... 

200 

Belgium ... 

225 

Bolivia .... 

7 

Brazil. 

. >oS 

Canada .... 

32S 

Chile. 

35 

China. 

600 

Colombia 

35 

Costa Rica ... 

2 

Cuba. 

. 35 

Czechoslovakia 

125 

Denmark . 

* 

Dominican Republic 

2 

Ecuador .... 

3- 

Egyp 1 . 

40 

El Salvador 

1 

Ethiopia 

3 

France 

• 450 

Greece. 

25 

Guatemala .... 

2 

Haiti. 

2 

Honduras . 

I 

Iceland .... 

X 

India .... 

400 


Iran. 2 4 

Iraq. 6 

Liberia. -5 

Luxembourg. IO 

Mexico 65 

Netherlands.2 75 

New Zealand 5° 

Nicaragua. - 8 

Norway.5° 

Panama. - 2 

Paraguay. •« 

Peru . *7-5 

Philippine Commonwealth 15 

Poland.125 

Union of South Africa too 

Union of Soviet Socialist 

Republics 1.200 

United Kingdom J >300 

United States . 3> I 75 

Uruguay. IO -S 

Venezuela. IO -5 

Yugoslavia.4° 


Total 9.«°o 


• The subscription of Denmark shall be determined by the Bank after Denmark accepts 
membership in accordance with these Articles of Agreement: 


chief function is to guarantee loans made by private investors. 
Those who drew up the plan for the Bank wished to interfere 
as little as possible with the customary ways of doing business. 
Therefore it was expected that the investment bankers, that is, 
the regular underwriters, and private investors would con¬ 
tinue to operate in the future just as they have in the past. 
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There is, however, this important difference. Many of the 
loans which will doubtless be requested are likely to be risky; 
and a poor credit risk would otherwise be expected to pay 
very high rates of interest. If Greece, for example, were to 
attempt to float a loan in this country, she would find it very 
difficult to borrow at a reasonable interest rate because private 
investors would regard such a loan as a risky one. Now we 
know from previous experience that there is probably no more 
certain way of encouraging default and of causing the investor 
to lose his money than to charge a high rate of interest; be¬ 
cause when such a rate is charged it simply means that the 
borrower cannot pay it except possibly for a few years. The 
history of loans in the early nineteenth century is replete with 
instances of default for this reason. 

One purpose of the Bank is to make it possible for a foreign 
borrower who is not a good credit risk to borrow at a reason¬ 
able rate of interest. Since the private investor would not be 
willing to lend at such rates he can go to the Bank with the 
request for the loan and ask the Bank to guarantee it. The 
Bank will consider the loan and the purposes for which it is to 
be used. If it is a loan for what we may briefly call productive 
purposes, if, further, the government of the borrowing coun¬ 
try itself guarantees the loan, if the terms of payment, the 
interest rate, and the amortization period are reasonable, the 
Bank will guarantee the loan and thus make it possible 
for the borrower to obtain the loan from private sources 
at a reasonable rate of interest and reasonable terms of 
repayment. 

Let us continue with Greece as a hypothetical example. 
Greece will pay interest to the private investor as usual. In 
addition she will pay from one to one-and-one-half per cent to 
the Bank as a fee for guaranteeing the loan. Every year, 
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Greece will pay from one to one-and-one-half per cent as a 
guarantee fee. Then if Greece should ever default on the loan, 
the Bank will make good to the investor. It will make good 
first out of the reserve which will be piled up out of the guaran¬ 
tee fees; and, if that is not enough, the Bank will then call 
upon the various member countries of the Bank to contribute 
toward the loss in proportion to their commitments to the 
Bank. 

Here we note one reason among others why we wanted to 
make this an international bank. We felt that the American 
taxpayer should not be burdened with meeting all the possible 
defaults of the future, even though much of the capital will 
come from the United States. We believe that the benefits 
that will flow from providing foreign debtor countries with 
the capital they need are going to be worldwide; and hence 
we felt that other countries should foot part of the bill in the 
event of default. So the Bank will be owned by some forty or 
fifty countries. Each will have some shares. The United States, 
as fits its position, will have the most, that is about a third of 
the total; and, in the event of a default, we will be called upon 
to meet one third of the default providing the Bank’s reserve 
is not adequate to meet it. 

Thus, as set up, the Bank will make possible a resumption 
of international borrowing, both governmental and private, 
in this or any other market, to meet the needs for reconstruc¬ 
tion, provided the necessary conditions established by the 
Bank are met. And these conditions are that the funds be 
used for productive purposes, and that the assurances which 
the Bank requires are met by the borrowers. With one stroke, 
then, we have opened up a vast reservoir of capital for the 
world and we have provided for the most urgent capital needs 
of foreign countries. There are, of course, a great many tech- 
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nical details about the Bank’s operations that relate to its 
attempts to protect its assets and to the circumstances under 
which it can provide certain capital out of its own resources if 
the private investment markets are reluctant to undertake a 
loan. But those are secondary details which there is no need 
to discuss here. 


IV 

The Monetary Fund is much more complicated than the 
Bank, because of the kind of transaction it will enter into. I 
will pass over the more complicated details and describe its 
general purposes. 

The Fund tries to meet the last two of the three problems 
to which I referred earlier; that is, the problem of stabilizing 
foreign currency systems and the problem of preventing a re¬ 
currence of international economic warfare. In order to facili¬ 
tate the solution of these problems the Fund lays down certain 
exchange and monetary regulations to which participants in 
the Fund promise to adhere. They agree not to undertake any 
competitive depreciation. They agree not to alter their ex¬ 
change rates without approval of the Fund. They agree not to 
undertake the kind of bilateral trade agreements and multiple 
currency devices which are contrary to the purposes of the 

Fund. They each contribute a sum which we call a quota. The 
* 

aggregate of the quotas is about eight and one-half billion 
dollars. The United States is to put in about two and one-half 
billion dollars; Great Britain about one and one-quarter bil¬ 
lion; Soviet Russia about the same; and other subscribers a 
proportionate share. 

In contrast to the Bank, each subscriber actually puts up 
the money, partly in gold and partly in national currency. One 
of the privileges of being a member country is the right to 
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purchase foreign exchange in exchange for its own currency 
from the Fund under conditions that will safeguard the Fund's 
assets. In making such a purchase the object must be to re- 


QUOTAS FOR THE INTERNATIONAL FUND 

(millions of dollars) 


Australia .... 

200 

Iran. 

25 

Belgium .... 

. . 225 

Iraq. 

S 

Bolivia .... 

10 

Liberia. 


Brazil . 

. . 150 

Luxembourg .... 

10 

Canada .... 

. . 300 

Mexico. 

90 

Chile. 

50 

Netherlands 

275 

China .... 

550 

New Zealand 

50 

Colombia .... 

• • 50 

Nicaragua. 

2 

Costa Rica 

■ • 5 

Norway. 

50 

Cuba. 

• • 50 

Panama. 


Czechoslovakia 

. . 125 

Paraguay . 

2 

Denmark .... 

* 

Peru. 

25 

Dominican Republic 

• • 5 

Philippine Commonwealth 

15 

Ecuador .... 

• • S 

Poland. 

• 125 

Egypt . 

• • 45 

Union of South Africa 

100 

El Salvador 

. . 2.5 

Union of Soviet Socialist 


Ethiopia .... 

. . 6 

Republics .... 

1,200 

France. 

• • 450 

United Kingdom 

1,300 

Greece. 

• • 40 

United States ... 

2,750 

Guatemala 

• • 5 

Uruguay . 

15 

Haiti. 

• ■ 5 

Venezuela. 

15 

Honduras 

. . 2.5 

Yugoslavia .... 

60 

Iceland .... 
India. 

1 

400 

Total 

8,800 


• The quota of Denmark shall be determined by the Fund after the Danish Government 
has declared its readiness to sign the Fund Agreement but before signature takes place. 


store equilibrium in the purchasing country’s international 
balance of payments. In other words, a country needing for¬ 
eign-exchange resources unavailable from other sources could 
come to the Fund for assistance. The Fund would provide the 
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needed exchange under a set of carefully worked out condi¬ 
tions. Of these, the most important is that the country seeking 
assistance and requiring exchange resources shall thereafter 
pursue a monetary policy which gives reasonable promise that 
equilibrium will be restored in its balance of payments. 

The reason why assistance is and ought to be rendered by 
the Fund under such circumstances is to make it possible for 
countries to pursue reasonable trade policies and to avoid hav¬ 
ing to resort to measures of economic warfare. If they do not 
get such assistance many will be unable to pursue reasonable 
commercial policies or practices. This will be true not only of 
the smaller countries but of some of the larger ones too. The 
Fund authorities sav to them in substance that if they need 
assistance the Fund is there to provide it subject to the con¬ 
ditions that they pursue monetary and trade policies that 
promise restoration of equilibrium in their balance of pay¬ 
ments and that do not disrupt the balance of payments of 
other countries. That in effect is the essential function and 
purpose of the Fund. 

Let me go somewhat further into the question of the use 
of the Fund's resources. A country that comes to the Fund for 
the purpose of buying foreign exchange in return for its own 
currency will need the foreign exchange for very definite uses. 
It will need it chiefly for current payments on international 
trade, although there are some other items of lesser impor¬ 
tance. Now when the Fund provides the needed foreign ex¬ 
change it does so with the full knowledge of the financial 
circumstances prevailing in the country. It does so with a 
complete knowledge of the country’s balance-of-payments 
position and of the policies it intends to pursue. The country 
is then permitted to buy foreign exchange, but under condi- 
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tions which will help it restore equilibrium; and by that I 
mean it is expected that that foreign exchange will be repur¬ 
chased in due time. 

I would like to emphasize the phrase “in due time,” because 
one of the rocks upon which countries have foundered in the 
past is the failure to recognize that a country whose balance 
of payments is out of equilibrium needs four or five and some¬ 
times even ten years to work out the kind of policies that will 
restore equilibrium. In the past such countries had to borrow 
for too short a period to allow for the necessary readjustments 
to be carried through. Both the lender and borrower have mis¬ 
takenly assumed that the situation would correct itself within 
a year or two. 

As recently as a generation ago, even the monetary theorists 
did not have a clear picture either of what constituted equili¬ 
brium in the balance of payments or the extent to which vari¬ 
ous policies could correct disequilibrium. They have a much 
better grasp of these issues now and one of their conclusions 
is that the period of readjustment must often be long. But 
there exist no institutions from which countries can obtain 
assistance for long enough periods to adjust their balance of 
payments. Hence the Fund. It fulfills just that function. It 
makes it possible for a country to buy foreign exchange grad¬ 
ually over a period of time. At the same time the Fund can put 
pressure on the purchaser of foreign exchange to repurchase 
his local currency from the Fund in return for the foreign ex¬ 
change it previously sold him and to restore equilibrium, and 
the longer these objectives are delayed the stronger will lie- 
come the pressure. In short the Fund gives a country, whose 
balance-of-payments position is in disequilibrium, time to 
work out a reasonable policy; but it supplies automatic safe- 
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guards against prolonging any dislocation unduly and against 
allowing the purchaser of foreign exchange from the Fund to 
continue using the Fund’s resources beyond a safe margin. 

Under these safeguards it is extremely unlikely that a 
country will overextend itself with respect to the Fund. The 
Fund is in a position to make such a country sell back the for¬ 
eign exchange it has acquired from the Fund. Moreover if a 
country does not cooperate with the Fund, if for one reason or 
another it persists in policies which are not good for it or for 
the rest of the world, then the Fund has ways of bringing di¬ 
rect pressure and, if necessary, asking the country to with¬ 
draw. Should it withdraw, the Fund does not lose anything. 
The Fund has safeguards that make it almost impossible for 
a country to fail to meet its obligations. 

Those who have read the Bretton Woods proposals will ap¬ 
preciate that there is a vast amount of technical detail that 
went into their formulation which cannot be elaborated on 
here. They provide working rules for what is a difficult and 
complex set of arrangements; but their essential objective is 
to raise the level of foreign trade, to make it possible for coun¬ 
tries to adjust their exchange rates in an orderly fashion, and 
to make it possible for them to maintain equilibrium in their 
balance of payments without resorting to the kind of devices 
that disrupt international trade. 
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THE INVESTMENT OF AMERICAN 
CAPITAL ABROAD 


Herbert Feis 

I 

In the United States today we are experiencing a great 
change of mood regarding foreign investment. Ten years ago 
opinion was impatient with any suggestion that we should 
ever again find it wise to invest abroad. Today it is impatient 
with any suggestion that there is need for reflection upon 
the outcome of such a course. The great reversal of attitude 
is an illustration of the way in which doctrine, not to say 
dogma, is born out of the latest—and hence, the most vivid— 
experience. 

A decade or so ago America appeared to have renounced 
permanently the financing of other countries. Our government 
had arrived at the end of the long and disappointing train of 
argument with its former Allies over the payment of World 
War debts. We passed the Johnson Act forbidding the making 
of new loans to the defaulting governments; this Act still 
stands upon our statute books—a troublesome memorial to 
our indignant innocence. The private purchasers of the bonds 
issued by many foreign governments and enterprises had suf¬ 
fered losses because of default. Simultaneously, the direct 
foreign investment undertakings of American business in 
many lands were confronted by currents of local hostility and 
beset by depression. 

The years of difficulty showed up the carelessness with 
which we had conducted foreign investment operations; they 
exposed the inadequacy of some of the governments to whom 
we accorded financial support and the evil intentions of 
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others; they revealed the instability of the flow of world 
trade on which foreign investment is dependent; they demon¬ 
strated that the role of creditor is not a painless or beloved 
one; and they imprinted on all unblockaded minds the elemen¬ 
tary, though unrelished, conclusion that if we wish to derive 
direct and sustained national benefit from foreign investment 
we must accept the products of foreign countries on an increas¬ 
ing scale. 

The shock was so unpleasant that it dimmed appreciation 
of the fact that a large part of the investment, despite all the 
turmoil of the years, eventually proved advantageous to both 
the recipient countries and the United States. We gave our¬ 
selves over wholeheartedly to disillusionment. Economists 
concluded that we were unfit for foreign investment activity 
since we were unwilling to behave as a creditor country; 
bankers repented and investors lamented; and advocates of 
political isolation in public office undertook to underline a 
moral—that we must in no way entangle our affairs with those 
of the outside world. 

The mood today appears completely changed. We are wit¬ 
nessing an enormous, if somewhat bewildered, upsurge of 
new interest in the possibilities of resuming American foreign 
investment on a great scale. Few are the programs that dili¬ 
gent press agents for diligent committees spread before our 
attention that do not contemplate substantial American in¬ 
vestment abroad, whether these programs are designed to 
guide the readjustment of American economy {o a satisfactory 
peacetime basis, to restore trade relations between countries, 
or to provide a firm basis for our international peace plans. 

The change in our attitude has emerged in part from the 
growth of our understanding of our international political 
position, in part from a sense of economic need. 
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We have now come to a realization that we cannot isolate 
ourselves from the outside world. We have been forced to 
reach the conclusion that it will be possible to live in peace and 
order only if the whole world is peaceful and orderly. We ad¬ 
mit the necessity of playing a full part in a concerted effort to 
prevent future wars. We perceive that we must support this 
effort by our conduct in economic affairs ; and that we cannot 
entirely refuse aid to other countries seeking to improve their 
economic life—provided they are trustworthy partners in our 
aspirations. 

Our response to this perception of our political position is 
stimulated by the hope that the extension of financial assist¬ 
ance to others may relieve our own economic difficulties. We 
have greatly enlarged our productive capacity. The outflow 
of goods that many branches of American production, as now 
organized and equipped, are prepared to offer will be in excess 
of American demand. We are receptive to any possibility that 
may soften or graduate the necessity of making great shifts 
in the distribution of our productive activity involving much, 
if only temporary, unemployment. The renewal of foreign 
investment as a means of maintaining exports appears to pro¬ 
vide an attractive escape. In other words, there is a strong 
element of half helpless compulsion in our return toward a 

program of foreign investment. 

The change in our mood and sense of need corresponds to 
a reciprocal change of desire and need in foreign lands. During 
the period of default and dispute, many foreign countries gave 
themselves over to the opinion that they had received little or 
no benefit from the employment of our capital, that our loan 
terms had been excessive, that we were a rigid and unsatisfac¬ 
tory banker, and that the obligations they had assumed were 
an unbearable burden on their production and trade. But now 
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again, the plans and hopes of many of them are centered on the 
possibility of procuring capital from us. 

During this war the United States has served as the indis¬ 
pensable source of supply of ships, tanks, planes, guns, ma¬ 
chines, foodstuffs, and raw materials for all countries fighting 
by our side. The continuance of the flow of products from the 
United States in the postwar period seems to many of them 
equally indispensable to their recovery and progress. 

Such is the magnetic field of attraction for our capital. Its 
force is so compelling, and the moving aim so desirable, that 
the mind almost rebukes itself for having any reservations, 
regarding the easy and complete consummation, through the 
investment process, of the marriage between surplus and need. 

However, we cannot afford to risk a second failure of our 
hopes and expectations. It is essential that this time we enter 
upon our foreign investment activity with a clear understand¬ 
ing of its problems and limitations, and of what will be re¬ 
quired of us and oilier countries if the investment is to have 
a healthy maturity and serve the cause of peace. 

II 

The examination may begin by closer scrutiny of the pros¬ 
pective demand for American capital. It will in the main 
represent the wish of foreign countries to secure for immediate 
use a greater supply of American goods than they can pay for 
immediately in dollars. 

There will be a need, particularly in countries fighting the 
Axis, for the primary means of living—food, clothing, drugs, 
tools, household furnishings, seeds, fertilizers, petroleum, 
and the like. In these same countries and others there will be 
need for raw materials in order to resume production; there 




INVESTMENT OF AMERICAN CAPITAL ABROAD 


/ / 


will be a great lack of textiles, fibers, hides, the heavy chemi¬ 
cals, fuels and metals, rubber, and the like. 

Simultaneously, there will be a great unsatisfied demand 
throughout the world for the apparatus of convenient living 
and quick travel—for products such as automobiles, plumb¬ 
ing and lighting fixtures, refrigerators, and radios. 

Products of these varieties pass quickly into use and con¬ 
sumption. Therefore it has in the past been judged unwise 
to grant or incur long-term debts to finance their procurement. 
However, since some countries will not be able to finance 
their purchases on any other basis, justification exists for dis¬ 
regarding the traditional test regarding minimum require¬ 
ments of essentials. 

A more usual basis of long-term credit will be the demand 
for capital equipment. This will arise in part from the need 
to repair the damages of war. But even in the undamaged 
countries demand will be strong: the wish for industrial ex¬ 
pansion or diversification is universal. Wherever, as in India, 
millions of people are living in miserable poverty, wherever, 
as in China, a suffering nation is chewing at the bitter cud of 
weakness, wherever, as in much of Latin America, sparsely 
settled peoples find themselves poor, despite possessions of 
broad lands, wherever vigorous peoples, such as those of the 
British Dominions, control the necessary raw materials and 
have grown certain of their ability to operate large-scale 
machine industry with competence, hope and purpose are 
concentrated upon the acquisition of capital equipment. 

There may be, alas, one other prompting source of demand 
for American products and American capital—the wish of 
nations to sustain or increase their military strength. This 
is a gravely disconcerting thought. But it cannot be banished 
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until and unless nations create a truly effective system of 
international order and cooperation. 

Such will be the various currents of need behind the efforts 
of foreign governments and enterprises to secure dollar loans. 

Simultaneously, American business enterprise will be ex¬ 
ploring the world for new investment opportunity in the opera¬ 
tion of public utilities, the exploitation of natural resources, 
the establishment of factories, and the conduct of trade. This 
type of investment, commonly known as “direct investment,” 
made up almost half of our foreign investment during the 
twenties; and it is the half that has, in the main, survived 
and prospered. 

But whether American business enterprise will find in the 
future many good new opportunities, which offer sufficient 
freedom of action and safety, is one of the great uncertainties. 
For the right to engage in the more basic and stable branches 
of production and to own or develop natural resources is in 
many countries being increasingly reserved for the govern¬ 
ment itself or for domestic capital; and in various other 
countries, where no exclusion exists, the regulations, controls, 
and burdens discourage hope of large and assured returns. 
Few countries are in fact free of a wish, open or furtive, to 
keep the direct activities of private foreign capital well curbed. 
Such capital has been made increasingly to feel like a stranger 
and vulnerable to assault. 

Many countries will be in a position during the immediate 
postwar years to satisfy their needs for American products 
and to finance their economic development out of their own 
accumulations of gold and dollar funds. The outside world, 
taken as a whole, holds a greater total of gold and dollar ex¬ 
change than ever before. By the end of 1944 it is reckoned 
that it will possess fifteen billions of gold (which is greater 
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than the total gold supply of the world in 1929) ; and dollar 
balances and dollar securities of at least six billions each. 
This, added to the flow of dollars that will currently accrue to 
foreign countries as a result of American purchases and war 
expenditure, will constitute a total accumulated volume of ex¬ 
ternal purchasing power for American products of unprece¬ 
dented dimensions. 

The ownership of these gold and dollar resources, however, 
is most unevenly distributed. Of the total, three billions or 
more belong to the small European neutrals—Sweden, Switz¬ 
erland, Spain, Portugal, Turkey, Eire. These countries will 
obviously be in a position to dispense with new American in¬ 
vestment. Another great part of the total has accumulated to 
the credit of the countries of the Middle East and of India, 
although their balances have largely been transmuted into 
sterling balances. Provided these balances can gradually be 
liquidated, these areas, too, would appear to be far less 
dependent on outside sources of capital than before the war. 
The British Dominions—Canada, Australia, New Zealand, 
and South Africa—have similarly improved the state of their 
external accounts and added to their external assets; it would 
appear that they would have little need of resorting to borrow¬ 
ing or courting foreign capital in the near future. 

The gold and dollar assets of the Latin American republics, 
taken as a whole, have grown tremendously. They approxi¬ 
mate four billion dollars. The possession of these assets should 
make it possible for many of them to carry out with their 
own resources many types of undertakings for which in the 
past they have had to resort to foreign financing. However, 
most of the gold and dollar balances belong not to the govern¬ 
ments of the Latin American republics, but to central banks 
and private interests ; their owners must be induced to invest 


So 


HERBERT FEIS 


them within their own countries if they are to do the work 
hitherto carried out by foreign capital. Further, the great 
bulk of the external assets belong to a few of the larger Latin 
American republics. Some of the poorer countries will soon 
exhaust their resources if their exports decline; and the zest 
and zeal of even the larger ones for internal industrial develop¬ 
ment will outstrip their enlarged resources. 

A substantial part of the world, it would appear, will be 
amply supplied with dollar assets. The war will have endowed 
them with savings that will enable them to draw upon the 
production of the United States to satisfy their wants and 
substantially to enlarge their physical productive plant with¬ 
out incurring debt. 

In contrast, there will stand the countries that the war 
has impoverished. Various countries of Western Europe— 
France, Belgium, Holland, Denmark, Norway—still possess 
substantial holdings of goH. dollars, and American securities; 
but these will be required to repair the ravages of war and 
may prove far from sufficient even for that purpose. These 
countries in all probability will turn to the United States for 
the means of reconstruction and of development, both in their 
home territories and possibly also in their empires. Various 
countries of Eastern Europe—Poland, Czechoslovakia, Jugo¬ 
slavia, Greece, and others—will be in a still more desperate 
plight. 

Great Britain and her Empire will present to us for decision 
a most crucial series of questions. Britain’s long-term foreign 
investments have declined from about sixteen billion dollars 
to not much more than half that amount. She has incurred 
a debt in the form of frozen sterling balances belonging to 
other countries of ten billions or more, against which her own 
holdings of gold and foreign balances probablv will not exceed 
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three billions. Her receipts of investment income from abroad 
will be reduced; prospects of earnings from her shipping in¬ 
dustry will be uncertain; her import needs, excepting food¬ 
stuffs, will be greater than before the war. 

In order to be able to secure necessary imports and meet 
her external obligations, Great Britain will have to be assured 
of sufficient receipts from exports, have recourse to foreign 
financial aid, or some combination of these two sources of 
external purchasing power. If Great Britain undertakes to 
solve the problem primarily by enforcing a strict balance of 
income and outlay in her trade with each foreign country or 
group of countries, many disputes with American export in¬ 
terests may be provoked. The question that will come before 
us is whether we can work out with Great Britain financial or 
investment arrangements that will make possible a concert of 
economic policy. One of the obstacles to such an arrangement 
may be the probable disinclination of Great Britain to con¬ 
tract a new long-term debt in traditional form; she will seek 
ways of acquiring dollars that will not represent a dead-weight 
or rigid obligation, as through a continuation of lend-lease 
aid or some arrangement whereby we accept what may be 
termed “delayed-use” sterling for dollars. 

The U.S.S.R. and China both will require large amounts of 
foreign capital to restore and advance their economic life. 
The U.S.S.R. will emerge from the war with great proved 
productive capacities and domains possessing large supplies 
of almost all important raw materials. She will have a sub¬ 
stantial gold supply and gold production. Her credit will be 
acceptable to many American enterprises, and her powers of 
repayment of government obligations will be impressive. 
A firm economic basis exists for long-term advances to the 
U.S.S.R., either by private capital or the government, or both. 
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But this will become fully effective only if our political rela¬ 
tions are tranquil; the necessary arrangements would be 
spurred on by the achievement of clear and affirmed under¬ 
standing regarding international political issues; it would 
be cooled or deferred if a basis of mutual trust is not firmly 
established. 

China’s need will be more desperate and her economic out¬ 
look more helpless. Currently China may accumulate sizable 
foreign balances out of American and British war expendi¬ 
tures, which balances she is unable to convert into goods dur¬ 
ing the war; but the resources thus derived will be insufficient 
for her needs. Almost fifteen years of struggle against Japan 
has not only impoverished the land and the people but shaken 
the orderly and progressive governmental program that was in 
the making before the Japanese aggression. China’s powers 
of repayment of great sums in the near future will be ex¬ 
tremely uncertain. Any large-scale investment in that land 
must be a humane investment in a friendly and gifted people, 
rather than a strict financial venture. 

Ill 

So much by way of panoramic summary of the prospective 
main demands for American investment abroad. There is no 
doubt as to our ability to respond to these demands without 
depriving ourselves in any significant way of needed financial 
resources or of goods. But will it be our duty and to our eco¬ 
nomic advantage to do so? 

I think it will be our duty to respond to the more urgent 
needs of foreign countries for capital, provided their friend¬ 
liness to us is plain and their devotion to peace evident. Such 
action is an essential counterpart of our effort to create a firm 
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basis for peace. Our power to provide capital could provide a 
basis for economic improvement everywhere in which the 
more reasonable and constructive impulses of man could 
flourish; it could serve to lessen internal disputes, soften trade 
rivalries, reduce the need for exclusive economic bargains, 
and foster friendship among nations. It could act as a favor¬ 
able wind behind the sails of belief, where they have been 
hoisted, in the value of international friendship and decent 
behavior. 

It follows that we should make no loans or investments to 
countries that seem bent on a course inimical to us or menac¬ 
ing to peace. We should not be seduced by the thought that if 
we make the lot of a dangerous government easy, it will reform 
and become a good political associate. The record of the loans 
extended to Germany, Italy, and Japan serve as a reminder 
of that fact. We should not gamble upon the reforming magic 
of loans. 

If we guide the investment wisely and shape our economic 
policies correctly, the investment we make partly out of a 
sense of duty could also bring us substantial economic ad¬ 
vantage. If our capital brings about a significant increase in 
the productive income of other countries, a permanently en¬ 
larged basis of trade between these countries and ourselves 
may be created. If our capital develops new and efficient 
sources of supply for products we need, especially raw mate¬ 
rials, our own real income could be increased by drawing upon 
them—if we chose to do so. Our receipts in the way of interest 
could provide us with an inflow of foreign goods without 
further effort on our part—again, if we chose to receive them. 
Such are the possible economic advantages to be gained from 
a resumption of foreign investment; they reinforce the claim 
of our duty to cooperate in international finance. 
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But—and this must be repeated—they are only conjectural 
possibilities. We could garner them only if three conditions 
are fulfilled. First, if we are ready and able to receive and 
make use of a growing volume of foreign goods and services, 
or, in the event we are not ready and able to permit payment 
in this form, to curtail formal investment operations and 
resort instead to gifts or subsidies where the need is imperative 
and the national and international advantage is clear. Second, 
if other countries also follow the path of economic coopera¬ 
tion. Third, if in the years ahead a genuine sense of security 
comes to prevail in the world, so that countries do not feel 
compelled to divert their economic growth into more power¬ 
ful armaments; unless the latter condition is fulfilled, our 
investment would eventually turn out to have been a war 
subsidy to friends or enemies. 

Unless these conditions are satisfactorily realized both 
the direct and ultimate economic benefit to the United States 
of a resumption of foreign investment must remain in doubt. 

IV 

Let me at this point take heed of one particular ground of 
doubt and objection to a renewal of American foreign invest¬ 
ment that is in many minds. It is feared that if the United 
States makes capital available to foreign countries for the 
opening up of new lands, for the development of natural re¬ 
sources, and, above all else, for the construction of factories, 
American export trade and production will suffer injurious 
displacement and new competition. 

This would occur to some extent, as it has in connection 
with the large capital movements of the past. To take a few 
instances, the wheat fields of England were displaced by the 
product of the new lands that were made accessible by the 
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railroads financed in Great Britain; American cotton now 
competes in world markets with Brazilian production that 
American capital helped to finance; the oil fields which our 
capital opened in the Caribbean provides the world with a 
source of supply competitive with our Gulf Coast fields. Other 
instances of the same type will no doubt recur if, in the future, 
American capital opens up new foreign sources of supply of 
raw materials and foodstuffs competitive with American pro¬ 
duction. 

But the possible adverse effect of such developments upon 
our economic welfare would be short-lived and outweighed by 
the benefits put within our grasp if our economic system is 
flexible and adaptable. If the production and national income 
of other countries are enlarged along lines that provide them 
with greater external buying power, they are likely to become 
better customers in total for American products. The export 
trade that we lose in some directions would be offset, or more 
than offset, by trade we gained in others. And if American 
capital enlarges the total world supply of raw materials and 
foodstuffs available to all nations at a low price because of low 
real production cost, we also could, if we so chose, derive ad¬ 
vantage therefrom. 

In the rare cases where well-established and efficient 
branches of American production were seriously threatened 
in the American market by new foreign sources of supply de¬ 
veloped by American capital, the record shows we have not 
been slow to protect them; and I do not anticipate that we 
would be in the near future. 

The same general reasoning regarding probabilities applies, 
though somewhat less certainly, to developments in the field 
of manufacturing. All countries are now eager to extend and 
diversify their manufacturing activity within their borders. 
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This wish attaches particularly to those branches of manufac¬ 
ture that have become highly simplified and standardized— 
such as the production of prepared foodstuffs, soap and drugs, 
clothing, house building materials, the simpler chemicals, 
brewing and distilling, tire and leather manufacture, and auto¬ 
mobile assemblage; but it stretches also into fields where the 
required capital equipment is more expensive and the tech¬ 
nique more complex, as in steel and iron manufacture, metal 
and petroleum refining. 

The range of ambition in many countries is indiscriminate 
and inclined to ignore questions of relative cost and efficiency. 
It is therefore questionable whether some of the new under¬ 
takings would add to the real national income and trade of the 
country in which they were established, and whether we should 
find indirect economic compensation for the loss of trade that 
we incurred. 

But in the main we probably would. And denial of American 
capital to countries deeply bent on achieving industrial di¬ 
versification would only defer, rather than prevent, the proc¬ 
ess. It would stimulate other countries to reserve the dollars 
that came into their possession exclusively for the purchase of 
capital goods. We will be well advised to assure ourselves that 
foreign countries do not employ capital derived from Ameri¬ 
can loans to establish industries for which they are unfit. But 
we cannot wisely strive to maintain our industrial supremacy 
by withholding aid solely on the ground that we may be creat¬ 
ing commercial rivals. 

This is not in fact the most significant question that we face 
in aiding industrial diversification abroad. That is the more 
intangible one—what type of world shall we be helping to 
bring into existence ? On that great subject I can venture only 
a few unanswered, and perhaps unanswerable, queries. Would 


87 


INVESTMENT OF AMERICAN CAPITAL ABROAD 

a world in which many or most countries have a wide range 
of manufactures be one in which the goal of national self- 
sufficiency would be even more ardently pursued ? Would it be 
one in which export competition became more universal and 
bitter ? Would it be one in which aggression became easier—or 
harder—to control through concerted international action? 
Would it be one in which competitive armament became more 
widespread ? Would, in short, the world-wide spread of indus¬ 
trialization, made possible by our capital, prove in the end to 
be a unifying tie or divisive force among nations ? 

Traditionally foreign investment has been regarded as a 
unifying tie and it has so proved itself in many instances. For 
example, the movement of capital played a most important 
part in holding together the economic and political destinies of 
the elements of the British Commonwealth. It nurtured sig¬ 
nificant relationships between the United States and Great 
Britain during the nineteenth century which helped to dim out 
memories of earlier battles. During the past few decades it has 
created close new ties between the United States and Canada 
which, I believe, have strengthened the impulse toward eco¬ 
nomic and political cooperation. Despite the criticism and 
controversy that have marred certain of our foreign invest¬ 
ments in Latin America, they have on the whole contributed 
toward the creation of a sense of common interest between 
ourselves and the other American republics. 

These instances indicate that foreign investment can en¬ 
large international trade and stimulate international political 
cooperation when these are the firm wish and intention of the 
participants. But will it prove itself true in a world where the 
lending and borrowing may be conducted mainly by govern¬ 
ments, where many nations already have a strong inner im¬ 
pulse toward self-sufficiency, and where calculations of mili- 
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tary power may be restlessly active ? The answer will only be 
gradually revealed by experience. 

V 

Are there any simple rules by which we may determine the 
amounts of capital we might wisely send abroad ? 

Our willingness to supply capital to other countries cannot 
be, without limit, governed by their needs. These will be far 
beyond our power to satisfy. We cannot, even from the full 
flow of our own working effort, permanently undertake to 
supply the means of decently feeding, clothing, or housing the 
hundreds of millions in the world that live in misery; we can¬ 
not provide the instruments to repair quickly all the damage 
the war has done; we cannot stake all countries in the world 
with the instruments of machine production. In short, we can¬ 
not be a visionary god. 

But even the amounts we could provide without serious de¬ 
privation may far exceed the ability, particularly of the needier 
recipients, to make any ordinary financial compensation. It is 
impossible to forecast what amount of dollar indebtedness 
any individual country, or the world taken together, may in 
the postwar future be able to carry and discharge without ex¬ 
cessive strain. That will be decisively affected by many mat¬ 
ters, some of which will be within our control and some out¬ 
side of it. 

Some broad indications may be given as to the dimensions 
of the problem. Suppose, as a consequence of the renewed 
movement of American capital abroad, the sum total of Amer¬ 
ican investment of a type on which ordinary terms of repay¬ 
ment applied should be built up from its present net of ten 
billions on long term to twenty-five billions. This would re¬ 
quire interest and earnings remittances to us of a billion dol- 
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lars, and the annual repayment or amortization of half that 
amount. Foreign countries would in some way or other have 
to acquire each year a billion and a half dollars beyond what 
they needed to meet other needs. In contrast there stands the 
annual average excess of American merchandise exports for 
the years 1935-1938 of nearly half a billion dollars; and this 
would have been much greater if foreign countries had not re¬ 
pressed purchases from the United States by every known 
restrictive device. The amounts of dollars required would rep¬ 
resent about twenty per cent of the total flow of dollars that 
the United States made available to foreigners in all forms 
(including loans) in 1929. 

But computations such as this, in terms of grand totals, 
obscure the fact that there will be great differences in the rela¬ 
tive power of individual countries to repay. Were we to limit 
our investment by calculations of an assured repayment it 
would fail to respond to some of the needs that should, in the 
interest of both economic and political order, command atten¬ 
tion, or to grasp some of the situations in which the provision 
of capital promises the greatest ultimate benefit. Calculations 
of repayment, while important, therefore cannot be conclusive 
in determining the amount we might wisely lend abroad ; and 
it seems clear that we must be prepared to stretch the terms of 
some of our investment outside of ordinary financial sched¬ 
ules and extend aid in some directions without requiring usual 
terms of compensation. Peace will need some form of generos¬ 
ity as well as war; but it can only justify itself if nations re¬ 
main as firmly linked in their peacetime purposes as they are 
in the conduct of the war. 

It is sometimes suggested that our foreign investment pro¬ 
gram should be guided by computations of the volume of ex¬ 
port trade that will be required to maintain a satisfactory rate 
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of employment of productive resources within the United 
States. In technical circles, this proposal is usually esteemed 
as a means of putting to use idle savings which bring unem¬ 
ployment in their train; while in business circles it usually 
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emerges as a means for maintaining exports at high levels, 
thereby avoiding serious dislocations of economic activity, un¬ 
employment, and any necessity of realigning our productive 
activity. In both forms it involves the conclusion that we must 
transfer to foreign countries—more or less regardless of their 
desserts and power of repayment—a fraction of our national 
productivity because we cannot find a satisfactory way of 
turning it to our own use. 

A policy primarily governed by our own failure properly to 
adjust our own economy would run amuck, and result in 
recrimination between ourselves and other countries. We 


INVESTMENT OF AMERICAN CAPITAL ABROAD 


91 


would deceive ourselves for a short period that our advances 
were loans or investments ; but in foreign eyes they would re¬ 
semble those loans that financial salesmen pressed upon them 
in the twenties. The basis of international obligation would be 
debauched. The policy would be apt to end in failure and force 
difficult adjustments upon us that it would have been wiser to 
attempt earlier. Our productive activity should be so aligned 
as to bring it into conformity with whatever measure of trade 
interchange proves possible without permanent great sub¬ 
sidies. 

This judgment should be softened and qualified in its appli¬ 
cation during the next few years, because of the immense size 
of the adjustments we face, particularly in certain export in¬ 
dustries. During that period we would be justified in extending 
our foreign investment somewhat further than other grounds 
would justify. 

But any program for doing so encounters a difficult timing 
problem. Effective foreign demand (supported by accumula¬ 
tions of gold and dollars) will sustain American export trade 
during the first two postwar years at an extremely high level, 
which, in the absence of continued great subsidy, is certain to 
decline later. Such was the train of events at the end of the last 
war. It would be wise to avoid accentuation of the decline by 
our investment policy. This will be difficult because the most 
urgent foreign demands for aid will concentrate in the first 
postwar years. However, we should try to defer long-term in¬ 
vestment operations inspired by the wish for economic devel¬ 
opment until the period of flush export demand has passed. 

Hence it does not seem possible to formulate any inflexible 
and unvarying rule regarding the dimensions of American 
foreign investment. Judgment will have to travel with events. 
The moving mind will have simultaneously to appraise the 
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external need for our capital, our own economic condition, the 
prospects of repayment, the state of trade, and, above all else, 
the international political behavior of nations. And in this 
task, alas, the indications given by statistics will often re¬ 
semble glints in the interior of a crystal ball. 

VI 

The foregoing analysis implicitly suggests that any ade¬ 
quate foreign investment program would largely draw upon 
public funds or be aided by government subsidy or guarantee. 
That is correct. 

There will be some governments, such as those of Western 
Europe, the British Commonwealth, and the stronger Latin 
American republics, whose bonds private American invest¬ 
ment may again be ready to purchase. There will be some 
other foreign governments, such as that of the U.S.S.R., whose 
basic economic strength will also attract large-scale credits 
from American manufacturers; and some private foreign bor¬ 
rowers will be in the same position. 

American business enterprises will, on their own, undertake 
further extensions of their activity in foreign lands. They will 
create new branch factories, and pioneer abroad in fields in 
which they hold a large measure of clear mastery, as in air¬ 
plane manufacture, electronics, certain branches of chemistry 
and electrical equipment. There will also be further extensions 
of American company investment in the natural resources 
of other countries for which demand is growing, such as 
petroleum. 

Taken together, these types of investment may reach a con¬ 
siderable total over the next few years. But they will be highly 
selective, avoiding the more disturbed countries and those in¬ 
clined to the socialization or nationalization of economic life. 
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The task of providing capital to those countries most de¬ 
stroyed by war, countries whose budget situation may be in 
disorder and whose economic prospects may be dubious, and 
to those inclined extensively to regulate or burden private 
economic enterprise and ownership, cannot and will not be 
assumed by private capital unless protected against loss in 
some form or other. 

Furthermore, many foreign governments are formulating 
their plans for the procurement of dollars either by borrowing 
from some agency of the American Government or securing 
its guarantee for repayment of the notes and securities they 
issue. They will seek, as far as they can, to avoid the accept¬ 
ance of any financial obligation of an ordinary or fixed charac¬ 
ter toward American private investors. They hope thereby, 
first, to secure less onerous terms; second, to maintain direc¬ 
tion or control of significant economic developments within 
their territories by acting as the funnel through which foreign 
capital will pass; and, third, to maintain more efficient bar¬ 
riers against the independent undertakings of private foreign 
capital. 

These trends will circumscribe the field wherein private 
capital will find it possible to operate satisfactorily without 
some form of support, insurance, or guarantee by the Ameri¬ 
can Government. 

Several new and difficult problems of relationship between 
private and public investment activity will arise out of this 
situation. 

It would be desirable for the government to abstain from 
making loans or advances that private interests are prepared 
to make on reasonable terms. Hut how far and how rigidly in 
practice can this principle be pursued? Should all financial 
aid be refused foreign borrowers who refuse to accept the rea- 
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sonable offers of private lenders? Should a foreign govern¬ 
ment, for example, be denied financial aid because it desires to 
reserve all opportunity in its public utilities, petroleum, and 
aviation, and the like, to its own nationals even though Ameri¬ 
can interests are eager to participate therein? 

The question in its broadest sense is whether or to what ex¬ 
tent government investment operations should be restrained 
or foregone by the fact that the capital provided may enable a 
foreign country to carry out more effectively a policy of eco¬ 
nomic exclusionism, or nationalization or both. 

I do not pretend to have any simple or conclusive answer 
to that question; I do not believe there is one. We will not find 
it wise to withhold all American capital resources from a for¬ 
eign land on the ground that it chooses to restrict, totally or in 
a large part, economic enterprise within its country to its own 
nationals, or to extend the realm of government ownership 
and operation. The reasons for the contrary course will often 
be too influential. On the other hand, it will reduce both our 
satisfaction with our foreign investment activity and the bene¬ 
fit we derive therefrom if one of its consequences is to facilitate 
the construction of a comprehensive barrier against American 
private enterprise. 

1 turn to a related question. Should the American Govern¬ 
ment control or regulate private foreign investment undertak¬ 
ings? 1 believe an informal, but thorough, system of advance 
consultation, such as has almost become current practice, will 
suffice. Such consultation should assure full disclosure of all 
investment programs, and an understanding that agreements 
of unusual significance between the American investors and 
foreign interests should be submitted for discussion. The gov¬ 
ernment should participate in these consultations with a view 
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to encouraging and supporting all well-advised private invest¬ 
ments in peacefully disposed foreign countries. 

When the American Government insures or guarantees a 
private loan or investment, it will have to pass upon the terms 
of the venture and retain a right to watch over the policies 
pursued by the private investor. This practice has already 
been successfully developed by the Export-Import Bank; 
sometimes private interests have negotiated the business and 
the Export-Import Bank has merely provided a guarantee for 
compensation; in other instances the Export-Import Bank 
has itself developed the investment operation and called upon 
private capital to provide the funds. 

VII 

There is an emergent view that countries should join to¬ 
gether in their foreign financial ventures and convert them 
into an international activity. It is pointed out that all nations 
have a tie of common interest in the relief of economic distress, 
the expansion of trade, and the development of production 
everywhere; that they would all suffer in some measure from 
failure in these matters and all gain in some measure by prog¬ 
ress. Therefore, it is argued with considerable point that the 
provision of the necessary capital to serve these ends is an 
international responsibility, and that each nation should con¬ 
tribute according to its means. 

Various other persuasive reasons may be adduced for giving 
sympathetic consideration to proposals looking toward the 
internationalization of investment activity abroad. I will cite 
a few of the more tangible ones although even these are quite 
untested. 

Were nations to combine their activity, it is reasoned that a 
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larger pool of resources could be made available and the finan¬ 
cial risk would be widely diffused. Borrowers would ordinarily 
make a more conscientious effort to fulfill an international 
obligation than one of any other type; and, in the event that 
the borrower faced genuine difficulty in repayment, the inter¬ 
national organization could effectively explore the possibility 
of obtaining economic concessions to lessen the drain. All these 
factors in combination, it is concluded, should enable an in¬ 
ternational investment organization safely to provide capital 
on cheaper terms and to finance undertakings of dubious fi¬ 
nancial prospects but evident international advantage. It 
could thus employ its resources where they might best serve 
to prevent difficulties and disorders that might threaten the 
peace between nations. 

In another sphere it is contended that an international or¬ 
ganization could proceed with the task of accelerating the 
worlds economic business less hindered by political compli¬ 
cations than any single lending country could. Borrowers 
might be less afraid that the loan or investment might be used 
to extract political advantage, and so, it is said, would be will¬ 
ing to grant opportunities for supervision that they would re¬ 
fuse to any single lender. Each country, it is suggested, would 
thereby be relieved of anxiety over the thought that the in¬ 
vestments of others might have an adverse effect upon its 
political or strategic situation. The reasoning even runs as far 
as to suggest that by internationalizing investment it would 
cease to be a counter in the game of power politics; this seems 
to me, I confess, a fanciful notion. 

Lastly, it is conceived that the joint participation of nations 
in the economic task carried out by their joint capital contri¬ 
butions would create a strong sense of international unity 
among them. 
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These possibilities are genuine enough to command our sym¬ 
pathy if the political omens are favorable. \\ e should be pre¬ 
pared to join in an international organization provided its 
constitution seems sound and its mode of operation affords the 
necessary minimum protection to our national interests. The 
United States in all probability will be by far the largest single 
contributor of resources to such an organization. W e would 
not wish to see our resources used to support governments re¬ 
pugnant or unfriendly toward us. We would not wish to see 
them used directly to impair or retard the growth of our eco¬ 
nomic activities abroad. We would not wish to facilitate com¬ 
petitive armament. For these reasons it would appear that in 
the event of the creation of an international investment or¬ 
ganization the rule should be established that all important 
decisions should require the unanimous consent of the larger 
contributors; or, at the minimum, that the United States 
should retain a veto right over the operations that draw upon 
the fund of dollars. Either of these arrangements might hinder 
the operations of the organization. It would be restricted to 
ventures that encountered no serious objection on the part of 
any important participant. But if and when the future inter¬ 
national political situation becomes reassuringly settled and 
the terms of international economic cooperation become more 
fully defined, it might prove possible to relax the rule. 

Were an international investment organization created, cer¬ 
tain claims of the countries most stricken by war might well 
be given prior consideration. The peace settlements will prob¬ 
ably involve some important boundary changes and transfers 
of population; the international organization might make 
such settlements more acceptable by providing new produc¬ 
tive occupations. Certain territories may be held permanently 
under United Nations’ jurisdiction : the financing of their de- 
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velopment would be a natural assignment for the bank. It 
would be by the performance of such tasks as these, in a way 
that would gain the confidence of all countries, that the inter¬ 
national organization could best establish itself in the world’s 
economic life. 

There is not space to consider adequately whether the pro¬ 
posal that emerged from the conference at Bretton Woods is a 
satisfactory basis for international investment cooperation, 
and I prefer not to deal hastily with that important question. 
Let me express in passing, however, my impression that in gen¬ 
eral conception the proposal represents a good beginning 
which should be improved, not discarded. 

The creation of an international investment organization 
would not relieve the United States of many of the serious 
problems that it faces in the investment field; nor would it end 
that subtle but incessant struggle for national advantage that 
accompanies the use of each country’s financial resources; nor 
would it resolve those difficult problems of relationship be¬ 
tween private capital and government which I reviewed 
earlier. But such an investment organization might, if har¬ 
moniously directed by its chief participants, contribute to 
health and growth in many places. 

The capital resources of the United States should in due 
measure be available to promote health and growth wherever 
the soil is promising. It is one of the great instruments we 
possess for advancing our national welfare and sustaining our 
leadership in the search for peace and order. However, it is not 
a magic drug; no remedy like penicillin has been invented in 
the financial field that can with certainty destroy the germs of 
hatred and selfishness that ruin the health of nations. It is an 
instrument that must be carefully directed by a blend of jus¬ 
tice and generosity, sobriety and daring, watchfulness and 
faith. 
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INTERNATIONAL CARTELS AND PRIVATE 

TRADE AGREEMENTS 

Corwin D. Edwards: 

America's Postwar Policy Toward International Cartels 

There is a widespread recognition among the United Na¬ 
tions that the international cartel pattern which prevailed 
between the two world wars should not be permitted to renew 
itself in the coming peace. There are differences of opinion 
between countries and between groups in any one country as 
to the extent and character of the action which is needed ; but 
the view that we need to act against cartels is to be found in 
many countries. In May of this year the Government of Great 
Britain declared its intention to inform itself of the extent 
and effect of restrictive agreements and of the activities of 
combines and to take appropriate action to check practices 
harmful to the country as a whole. In France, General de 
Gaulle is reported to have declared in a recent public speech 
that the grip of cartels upon the French economy must be 
broken. In Russia last month the army newspaper Red Star 
said that Allied military victory must be followed by destruc¬ 
tion of the international cartel system. In Canada, where 
domestic legislation is now based upon principles similar to 
those of our own Sherman Act, the Dominion Government is 
making special studies of the cartel problem with a view to 

further development of Dominion policy. 

The anticartel character of our own national policy is 
already clear, not only in our half century under the antitrust 
laws, but in more recent official statements. Two years ago, 
in extending the reciprocal trade-agreements program for re¬ 
ducing tariffs, Congress adopted without dissent an amend- 
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ment which was described by its author as a repudiation of 
international cartels. Last September, in a public letter to 
the Secretary of State, President Roosevelt said: “During the 
past half century the United States has developed a tradition 
in opposition to private monopolies. The Sherman and Clayton 
Acts have become as much a part of the American way of life 
as the due-process clause of the Constitution. By protecting 
the consumer against monopoly these statutes guarantee him 
the benefits of competition. 

“This policy goes hand in glove with the liberal principles 
of international trade for which you have stood through many 
years of public service. The trade-agreement program has as 
its objective the elimination of barriers to the free flow of 
trade in international commerce; the antitrust statutes aim 
at the elimination of monopolistic restraints of trade in inter¬ 
state and foreign commerce. 

“Unfortunately, a number of foreign countries, particularly 
in continental Europe, do not possess such a tradition against 
cartels. On the contrary, cartels have received encouragement 
from some of these governments. Especially is this true with 
respect to Germany. Moreover, cartels were utilized by the 
Nazis as governmental instrumentalities to achieve political 
ends. The history of the use of the I. G. Farben trust by the 
Nazis reads like a detective story. The defeat of the Nazi 
armies will have to be followed by the eradication of these 
weapons of economic warfare. But more than the elimination 
of the political activities of German cartels will be required. 
Cartel practices which restrict the free flow of goods in foreign 
commerce will have to be curbed. With international trade in¬ 
volved this end can be achieved only through collaborative 

action by the United Nations. 

“I hope that you will keep your eye on this whole subject 
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of international cartels because we are approaching the time 
when discussions will almost certainly arise between us and 

other nations.” 

Secretary Hull replied: “As you say, the elimination of 
the restrictive practices of cartels is an objective that con¬ 
sistently follows from the liberal principles of international 
trade which this Government, under your direction, has con¬ 
stantly sought to implement through the trade-agreement pro¬ 
gram and other aspects of commercial policy. It is also an 
objective which consistently follows from this country’s tradi¬ 
tional and long-standing program designed to protect the con¬ 
sumer against monopoly and to preserve individual enterprise 

on a freely competitive basis. 

“For more than a year the Department, together with other 
interested agencies, has been giving careful attention to the 
issues which you mention, as well as other related subjects. 
An interdepartmental committee was established at my sug 
gestion, and has been giving constant and current considera¬ 
tion to cartel matters and the methods by which the objectives 
set forth in your letter may best be achieved and most appro- 
priately be coordinated with other facets of our foreign eco- 

nomic policy.” 

I 

Two recent developments are largely responsible for this 
widespread concern about international cartels. The first is 
that detailed information about cartels has become available 
during the last few years through prosecutions by the United 
States Department of Justice and through wartime investiga¬ 
tions by various countries into the industrial practices of our 
enemies. Before the war most international cartels were usu¬ 
ally taken at the value placed upon them by their own mem- 
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bers and officers, who alone had full knowledge of their 
activities. Germany had produced a considerable literature 
expressing the view that cartels are inevitable and usually 
beneficial. Even the League of Nations, speaking through 
committees which included some of the foremost cartel offi¬ 
cials in Europe, had emphasized the constructive possibilities 
to be found in “international ententes.” But this praise was 
not supported by evidence. There were very few descriptions 
of the working of particular cartels, and such as could be found 
rested upon publicly available statistics and upon the activi¬ 
ties which the cartels were willing to avow. Today it is possible 
to provide a more intimate account of many cartels based 
upon an examination of their contracts, the correspondence 
among their members, and the data which they have been un¬ 
willing to disclose. Evidence of this kind has been made public 
in the hearings of the Bone and Kilgore committees of the 
United States Senate and in the cartel prosecutions of the 
Department of Justice. 

The second development is the hope that the economic part 
of the coming peace may be founded upon full employment 
and upon liberal principles of international trade. In this 
hope, the United Nations have subscribed in the Atlantic 
Charter to an endeavor “to further the enjoyment by all 
states, great or small, victor or vanquished, of access, on equal 
terms, to the trade and to the raw materials of the world 
which are needed for their economic prosperity.” 

In Article Seven of the Master Lend-Lease Agreement, 
Great Britain and the United States have been more explicit: 
“In the final determination of the benefits to be provided to 
the United States of America by the Government of the United 

w 

Kingdom in return for aid furnished under the Act of Congress 
of March n, 1041, the terms and conditions thereof shall be 
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such as not to burden commerce between the two countries, 
but to promote mutually advantageous economic relations 
between them and the betterment of world-wide economic 
relations. To that end, they shall include provision for agreed 
action by the United States of America and the United King¬ 
dom, open to participation by all other countries of like mind, 
directed to the expansion, by appropriate international and 
domestic measures, of production, employment, and the ex¬ 
change and consumption of goods, which are the material 
foundations of the liberty and welfare of all peoples, to the 
elimination of all forms of discriminatory treatment in inter¬ 
national commerce, and to the reduction of tariffs and other 
trade barriers. .. .” 

The most obvious intent of these broad declarations of pur¬ 
pose is to get rid of the maze of governmental trade barriers 
which were erected between the two wars—barter trading 
arrangements, preferential trading arrangements, quota sys¬ 
tems, rationing of foreign exchange, high tariffs, and similar 
devices to limit international trade and to discriminate among 
nations. But the striking parallel between such governmental 
restrictions and the private restrictions imposed by interna¬ 
tional cartels makes an attack upon these cartels a logical 
part of a liberal trade program. These private restrictions are 
not occasional or sporadic. At the outbreak of the war there 
were, at a minimum estimate, between 150 and 200 interna¬ 
tional cartels, some of them world-wide and some regional in 
scope. According to various inconclusive estimates, they con¬ 
trolled from thirty to forty per cent of international trade. 

Some of these cartels were international bodies similar to 
domestic trade associations; others consisted of other kinds 
of international private commercial agreements made directly 
between independent enterprises, without the establishment 
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of any formal body to supervise their execution. All that I 
have studied were engaged in practices which are loosely 
called “restrictive”; that is, price fixing, restriction of output, 
allocation of markets, limitation of new productive capacity, 
commercial boycotts, and similar activities. Incidental and 
secondary undertakings, such as the collection of statistics 
or the formulation of commodity standards, were also being 
carried on by some cartels, but such activities are not at issue; 
for they are not questioned by the opponents of cartels and 
presumably will be continued whatever cartel policy the 
various nations may follow. 

In the aggregate, the private restrictions of international 
cartels are comparable in breadth and severity to the restric¬ 
tions imposed by governments; but whereas governmental 
restrictions, however harmful to the world economy, are at 
least supposed to serve the interest of a national group and 
are to some extent responsive to the opinion of the people in 
that group, private cartel restrictions are not designed to 
serve any public interest or to be controlled by any public 
opinion, national or international. To attack governmental 
trade barriers and leave private trade barriers untouched 
would be illogical and ineffective. 

II 

Though it is now generally recognized that the international 
cartel system gives rise to abuses which need to be checked, 
there is still a substantial diversity of opinion in various 
countries about whether these abuses are exceptional or typi¬ 
cal and whether cartels have other and more constructive 
aspects. The view that cartels, though subject to abuse, are 
capable of performing useful functions rests upon assertions 
that cartels tend to increase productive efficiency, to reduce 
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the cyclical fluctuations of business, to check excessive com¬ 
petition in particular industries, and to protect nations that 
are dependent upon a few export industries from excessive 
unbalance in their foreign-trade position. The character and 
basis of each of these suggestions will be examined in turn. 

i. Do cartels promote efficient operation? The claim that 
cartels reduce costs usually includes the point that where a 
formal cartel organization is created some activities, which 
were previously performed by each business enterprise for 
itself, are undertaken by one central agency, eliminating 
duplication. This is undoubtedly true in certain cartels about 
collection of trade statistics and various other activities that 
are informative or promotional rather than restrictive. But 
since only the restrictive features of cartels have been chal¬ 
lenged, nothing in an anticartel policy prevents the continu¬ 
ance of this type of central service and of the resulting 
economies. The claim that savings are made by eliminating 
duplication is sometimes extended, however, to include sav¬ 
ings in sales expense owing to the establishment of a central 
selling organization for the cartel. Where there is such a 
body, it probably saves money; but economy in selling is not 
sufficient to justify a monopolistic control of the market if 
no other justification is apparent. Moreover, though some 
national cartels in Europe have sold through central bodies, 
international cartels ordinarily do not do so because of the 
problems inherent in persuading members to trust a central 
international sales office. Even among national cartels, so- 
called selling organizations usually delegate their selling func¬ 
tions back to their members, so that even if there is a central 
control of sales policy there is no decrease in selling expense. 

Other sources of savings are said to be a more specialized 
use of equipment, made possible by allocation of different 
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types of products to different cartel members, and a reduction 
in transportation expense, the result of allocating markets to 
the nearest member of the cartel. But the fact is that not all 
cartels undertake such allocations, nor are most of the alloca¬ 
tions so specific as to permit plant specialization upon par¬ 
ticular products or the concentration of sales in near-by 
markets. Moreover, the two types of economy are alternative 
rather than supplementary, since a highly specialized plant 
must sell to a wide market, whereas concentration upon a 
local market presupposes a relatively great diversification of 
products. Within a large corporate corporation, one type of 
economy or the other is sometimes established by central ad¬ 
ministrative control. In looser forms of cooperation, neither 
appears to be prevalent. Furthermore, where such an economy 
is achieved under a restrictive agreement which establishes 
the seller’s control of the market, it is subject to a heavy off¬ 
set ; for to get higher prices in the market assigned to him, the 
seller restricts output and thereby raises his costs. Further¬ 
more, a plant that is limited to a designated line of products 
must forgo opportunities to develop by-products and new 
lines, and a plant that is limited to a designated territory may 
find itself required to forgo the economies it could obtain by 
a larger size if it were free to serve a larger market area. When 
these various considerations are weighed against one another, 
it appears that although cartels may occasionally bring about 
a better use of equipment this result is improbable except in 
the case of the corporate combine, and that in other forms of 
cartel organization a worse use of equipment is more likely. 

Prevention of unwise investment is another type of economy 
attributed to cartels. Generally, the members of a cartel are 
reluctant to see new concerns enter their industry or to see 
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established concerns expand when prices or profits might de¬ 
cline as a result. In opposing such new ventures, cartels use 
as their guide the effect of the new investment upon the values 
and profits of previous investments. Such a standard would 
eliminate wise as well as unwise new investment. It would, 
and often does, block the introduction of improved processes. 
When viewed from a point of view broader than that of a 
single industry, the standard is disadvantageous. At the begin¬ 
ning of a depression, for example, such a standard would sug¬ 
gest that all new investment is unwise, even though the stag¬ 
nation of the industries producing capital equipment might be 
one of the primary causes of the general collapse of business. 

In advancing these claims of greater efficiency, advocates 
of cartels usually pay insufficient attention to two considera¬ 
tions pointing in the opposite direction. The first is that in 
order to get agreement upon a cartel program most cartels 
find it necessary to protect not only the low-cost but also the 
high-cost members of the industry and thereby to retard the 
elimination of high-cost sources of supply. The second is that 
a cartel’s program of preventing competition and maintaining 
prices usually enables its members to avoid passing on to their 
customers the benefits of whatever economies they may 
achieve either through the cartel or through their own in¬ 
dependent efforts. 

2. Do cartels reduce business fluctuations? Statements 
that cartels reduce business fluctuations are usually brief and 
general, so that it is difficult to analyze the claim with any 
assurance that one is reflecting it fairly. In general, it appears 
that cartel activities that are designed to fix prices and assign 
quotas are believed to promote stability because prices and 
output conform to a predetermined plan instead of fluctuating. 
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It is taken for granted that the stability of particular cartel¬ 
ized industries furthers the stability of the industrial system 
as a whole. 

The stability of cartel prices from year to year is probably 
less than is usually supposed. 1 In some cartelized industries 
there is evidence that, although prices are prevented from 
changing when market conditions tend to bring about a de¬ 
cline in prices, price increases on a rising market take place 
as readily as in other industries. Such one-way stability is 
very different from true stabilization. Furthermore, few ex¬ 
amples of price instability are more extreme than those in 
certain industries in which cartel control is intermittent and 
subject to breakdown; for in these cases high cartel prices 
encourage an excessive expansion of facilities which is re¬ 
flected in very low prices after the cartels collapse. In spite 
of these qualifications, cartels probably do make prices in their 
industries more stable than these prices would otherwise be. 

However, cartels probably enhance rather than decrease 
other types of instability, both in their own industries and 
in the economic system as a whole. In order to stabilize prices, 
they unstabilize production and employment, restricting out¬ 
put when they need to do so to avoid price reduction. More¬ 
over, by stabilizing the prices of their own industries at high 
levels, they establish high and inflexible costs for industries 
to which they sell. Thus they make the position of these in¬ 
dustries more precarious when a general recession of trade is 


1 While it is true that price statistics indicate that cartelization tends to 
reduce the frequency and extent of price fluctuations and sometimes to pre¬ 
vent any change for a period of several years at a time, there is reason to 
believe that a portion of this apparent stability is due to the fact that under 
cartel conditions price changes take the form of secret rebates or of incon¬ 
spicuous changes in terms of sale which do not appear in the published prices. 
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threatened. As a depression develops, the unbalance between 
cartelized and competitive industries is added to the other 
forms of unbalance which do so much to make the situation 
worse. The restrictive programs that various governments 
have adopted for agricultural commodities were undertaken 
partly on the ground that industrial price maintenance and 
the corresponding restriction of employment and of ability 
to buy among industrial workers had gone so far as to make 
the position of agriculture in a depression insupportable. 

3. Do cartels check uneconomic competition? That cartels 
reduce competition is axiomatic, since to do so is their avowed 
purpose, and since public policy is concerned with them 
primarily because they have this effect. Implicit in the claim 
that such action on their part is often beneficial is the belief 
that there are degrees of severity in competition, which the 
public has an interest to prevent, and that cartels mitigate 
such severe competition. 

One version of this claim on behalf of cartels is concerned 
with the price declines that take place in severe depressions. 
This issue has been discussed above. Other versions of the 
claim, however, deal with the severe competition that some¬ 
times arises in a particular industry when there is no general 
recession of trade. The principal forces that bring about severe 
competition of this sort are overexpansion of the industry, 
decline in the demand for its products, and introduction of 
more economical production methods. There is some question 
whether, once an industry has overequipped itself, the public 
interest is better served by ruining members of the industry 
who may not have been responsible for the excessive invest¬ 
ment or by letting as much equipment stand idle (and thus be 
completely instead of partly wasted) as cannot be used at 
profitable prices. 
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This is a hard choice; and some disinterested persons will 
accept the view that capital investment should be protected 
even if output suffers. But such a choice does not settle the 
issue. A cartel that has the power to maintain prices in spite 
of strong forces that tend to drive them down does not use 
this power only to provide limited relief for efficient concerns 
whose continuance in the market is desirable. So far as it can, 
it protects the full profits of all concerns. If price maintenance 
goes so far, it may be a cause of overexpansion. In conspicuous 
cases, the high-price policy of a cartel has been a substantial 
influence in bringing about overexpansion of the cartelized 
industry by growth of those parts of the industry that were 
not wholly under cartel control. Even if the plea to protect 
investment values is sometimes sound, the investors cannot 
be trusted to determine when and how far this should be done.. 

When severe competition is due to other causes than over¬ 
expansion, the argument for checking it by cartel activity is 
even less persuasive. If demand declines because of a change 
in consuming habits or the development of a substitute, com¬ 
petitive price reduction offers the best chance of preserving 
the industry, whereas an effort to maintain prices will accele¬ 
rate the decline in sales. If better production methods have 
been developed, the effort to base prices upon the old methods 
will retard the healthy growth of the industry. 

In most cases such competitive forces should be released 
rather than repressed. But it still may be that, whatever the 
cause of a declining market, an industry’s prices should not 
go down too fast nor too far and time should be allowed for 
adjustment to new conditions. If this view is accepted, it calls 
for action to support prices only when they have reached very 
low levels. Cartels, by contrast, check price competition as 
soon as they can and avoid any loss in profits if possible. By 
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doing so they reduce the incentive for concerns to withdraw 
from a depressed industry and to transfer assets into other 
industries. By thus diminishing flexibility of adjustment to 
changing conditions, they foster enduring maladjustments 

instead of mere transitional losses. 

4. Do cartels correct unbalanced positions in international 
trade? It is sometimes suggested that cartelization is useful 
to a country that depends upon the exports of one or two 
industries for its foreign exchange, its tax revenue, and a 
substantial part of its domestic employment. The decline of 
these export industries obviously creates serious problems in 
such a country. Cartels are offered as a remedy. If the volume 
of exports is decreasing, an export quota protected by a cartel 
agreement is regarded as a device to maintain volume. If 
prices are declining, a cartel price agreement is regarded as a 
protective device. 

The protection that a cartel can offer against decline in 
volume is largely illusory, for the members of the cartel in 
other countries may be expected to reject any suggestion that 
they grant one country a larger quota than its industry would 
be able to command in competition. Cartels are not charitable 

devices. 

As a remedy for falling prices, a cartel agreement may be 
immediately effective. However, as in the case of a depressed 
industry, price maintenance tends to retard the transfer of 
resources into other occupations. Thus it tends to perpetuate 
the national dependence upon a few industries. Moreover, 
although cartel price agreements applied to a country’s ex¬ 
ports may improve its terms of trade, similar agreements 
applied to its imports have a reverse effect. Although a coun¬ 
try that depends upon one industry would gain, at least tem¬ 
porarily, by a cartel agreement limited to that industry alone, 
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it probably would lose rather than gain by the general ac¬ 
ceptance of cartels in international trade. Moreover, if in¬ 
ternational markets are generally cartelized, each country 
dependent upon a few industries is likely to develop political 
ties with other countries prominent in the cartel, and there¬ 
after to be relatively receptive to the formation of regional 
blocs and bilateral trading systems. 

In summary, there is no satisfactory evidence that cartel 
restrictions are capable of performing valuable economic 
services. They obviously tend to reduce efficiency in some im¬ 
portant respects and have no better than a problematical 
chance of increasing it in others. They probably enhance 
rather than diminish the cyclical fluctuations of business. 
Their price maintenance is not limited to action as a result 
of extreme price declines, and even action thus limited would 
be questionable rather than clearly useful. Although they 
may temporarily improve the terms of trade for a country 
that is dependent upon the exports of one or two industries, 
they do so at the expense of other countries; and in the process 
they tend to perpetuate both the excessive specialization of 
national economic life and the unbalance in foreign trade. 
None of the purposes that they allegedly serve is clearly desir¬ 
able in the public interest, though some are matters of con¬ 
troversy; and in supposedly serving these purposes they 
actually serve certain private interests without the discrimina¬ 
tion and moderation that would be necessary to avoid serious 
damage to other private interests and to the public interests. 

Ill 

The burdens and dangers that ensue from the restrictive 
activities of international cartels are relatively obvious. They 
can be summarized briefly: 
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i. Reduction in standards of living. The limitations upon 
output, which are a major part of cartel activities, diminish 
directly the supply of goods and services available for human 
use, and the price-raising activity of cartels makes it more 
difficult for customers to buy what they need. Reduction of 
output is often accompanied by reduction of employment 
which, of course, reduces pay rolls and purchasing power. The 
presumption that such activities are harmful could only be 
overcome by clear evidence that they are more than offset bv 
improvements in the stability and balance of economic life 
and by a higher rate of economic activity due to such improve¬ 
ments. No such evidence is forthcoming. Instead, the prob¬ 
ability is that the immediate restrictive effects of cartels are 
magnified by increased unbalance and instability in the eco¬ 
nomic system as a whole. 

The activities of cartels, which are designed to limit the 
growth of productive capacity and to delay the full use of 
new inventions, constitute further restrictions upon the im¬ 
provement of standards of living. Immediately the reduction 
of investment opportunities tends to create an unbalance be¬ 
tween investment and saving, to reduce the level of activity 
in the industries producing capital equipment, and thus to 
enhance the difficulty of providing full employment. More¬ 
over, the cumulative retardation of the rate of technological 
progress and of industrial growth prevents future output and 
employment from being as large as they might be. 

2. Reduction in speed of adjustment to new conditions. By 
preserving high-cost producers, maintaining prices, and ap¬ 
portioning opportunities to sell, cartels delay the elimination 
of the inefficient by the efficient and the transfer of resources 
from one occupation to another. Thus they increase malad¬ 
justments within the economic system and enlarge the need 
for special governmental methods of correction or relief. 
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3. Hindrance to liberal policies in international trade. 
Cartel restrictions impose restraints upon international trade 
which may be as effective as those imposed by governments 
but which are not subject to governmental decision. A gov¬ 
ernment’s refusal or failure to place a quota on imports or 
exports may be nullified in practice by a cartel’s decision to 
include such a quota in an international cartel agreement. 
A cartel agreement that reserves the domestic market for a 
domestic producer may have the same effect as a prohibitive 
tariff, even though the government may have refused to enact 
such a tariff. A national policy to avoid discrimination in favor 
of the imports of any foreign country may be ineffective be¬ 
cause of a cartel agreement that assigns the national market 
exclusively to the producers of a particular foreign country. 
Pressure by cartel members upon governments to obtain sup¬ 
port for restrictive cartel practices is one of the significant 
obstacles to a reduction of governmental trade barriers, be¬ 
cause in the bargaining that precedes a cartel agreement the 
concern behind the tightest tariff wall has an advantage. 

4. Thrcats to national security. Cartels are capable of being 
used to throttle the industrial development of a particular 
country, to convey strategic information to other countries, 
and to avoid economic measures taken against the enemy in 
wartime. The danger of such developments is greatest when 
the activities of cartel members in some countries become 
quasi-political while the activities of their colleagues in other 
countries remain commercial. For this reason a cartel system 
is a standing threat to democratic countries, in which there 
is a relatively sharp separation of government from business, 
and a standing opportunity to totalitarian countries, in which 
foreign trade is closely controlled. 
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IV 

The foregoing analysis suggests that restrictive cartel ac¬ 
tivities typically and substantially endanger the public in¬ 
terest and that they make no clear and significant contribution 
to the public welfare. Therefore it is logical to conclude that 
the purpose of government policy toward cartels should be, 
not merely to cope with incidental or occasional abuses, but 
to prevent or substantially alter the typical practices of such 
groups. Our domestic interest demands such a policy toward 
international cartels, for the fate of the international cartel 
system is necessarily linked with that of monopolistic prac¬ 
tices in domestic trade. A group cannot control its home 
market unless foreign competition is excluded or bought off. 
An agreement to limit exports is usually impractical unless 
the same agreement protects the domestic producer against 
imports. Control of the international market is not possible 
unless the members of the controlling group are in a position 
to shut out independent exporters. In practice, this means 
that a practical control of the domestic industry must be 
achieved before entry into an international cartel is possible; 
and that an international cartel protects and strengthens the 
domestic controlling group in each country, viewing the rise 
of competition anywhere as a threat to the stability of the 
whole international cartel structure. 

After the First World War, Congress adopted in the Webb- 
Pomerene Act the policy that American exporters should be 
allowed to combine in foreign markets in order to cope with 
foreign cartels, provided their joint activities abroad did not 
restrain trade at home nor injure the independent American 
exporter. Recent investigations of the effect of this policy by 
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the Department of Justice suggest that, in practice, exporters 
who trade in cartelized markets have preferred to join the 
cartel instead of joining together to resist it, and that domestic 
as well as foreign trade has been restrained thereby. Recent 
complaints by exporters against prosecutions by the Depart¬ 
ment of Justice indicate that, if the limitations of the Webb- 
Pomerene Act must be observed, combination to engage in 
export trade will often be impracticable. Such developments 
were to be expected. There is no reason to suppose that mem¬ 
bers of an industry acting together to fix foreign prices and 
to determine the size of exports will fail to consider the effect 
of export policies upon domestic sales; nor that a group enjoy¬ 
ing an export monopoly will prefer to fight for foreign trade 
rather than join a wider international monopolistic group; 
nor that American members of an international cartel will 
protect the home markets of other cartel members without 
exacting a reciprocal protection of their position in their own 
home markets. Monopolistic practices in export trade neces¬ 
sarily spread into the domestic market. Thus the eradication 
of the international cartel system becomes important to the 
success of the domestic policies of the United States. 

V 

The crucial decision immediatelv before the United States 
is whether in attacking international cartels we shall continue 
to rely exclusively upon our own unilateral policy against 
restraints of trade, as expressed in the antitrust laws, or join 
with other nations in a common policy. 

It would be a mistake to assume that our domestic weapons 
against cartels are ineffective, and that hence we must seek 
international action if cartels are to be discouraged. When 
the nation became fully aware of the cartel problem about 
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five years ago, the international cartel system had reached 
a size that reflected a generation of neglect by our government 
and ten years of positive encouragement by some other gov¬ 
ernments, notably by Nazi Germany. During most of the 
time since we opened our eyes, the war has limited the oppor¬ 
tunity to invoke the antitrust laws. Nevertheless, legal pro¬ 
ceedings have been instituted in between forty and fifty cartel 
cases which involve industries producing petroleum, chemicals 
(including synthetic rubber, plastics, dyestuffs, fertilizer, ex¬ 
plosives, borax, and alkali), pharmaceutical products, photo¬ 
graphic materials, electric-light bulbs, fluorescent lighting 
equipment, aluminum, magnesium, magnesite brick, molyb¬ 
denum, titanium, tungsten carbide, aircraft accessories and 
instruments, military optical instruments, matches, news-re- 
porting services, newsprint paper, flexible metal hose, and 
quebracho. In fifteen of these cases the defendants have ac¬ 
cepted, without a trial, fines aggregating more than $558,000. 
In fourteen cases consent decrees have been entered, cartel 
contracts have been set aside, and affirmative steps have been 
taken to make renewal of cartel arrangements more difficult. 
Much more important is the fact that certain large concerns 
have voluntarily modified their foreign trading policy and 
others are preparing to do so. Investigation of a considerable 
number of other cartels is said to be under way. If the United 
States continues to apply its competitive policy with vigor 
after the war, most American concerns will obey its laws; and 
for the rest, it is obvious that a vigorous unilateral policy of 
prosecution can make cartel activity so hazardous as to des¬ 
troy its appeal for American industry. 

It is also obvious that if American concerns remain in¬ 
dependent, their competition must jeopardize the stability 
and even the existence of cartels in the industries in which 
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American exports play a significant part. One strategic ad¬ 
vantage enjoyed by the competitive system is that, whereas 
concerns throughout the international market must act to¬ 
gether to build a strong cartel, any single important producer 
or producing group is sufficient to re-establish competition. 
The unilateral competitive policy of the United States can 
in itself prevent the consolidation of an international cartel 
system after the war. 


VI 

Nevertheless, such a policy entails sacrifices and partial 
failures. With the growth of great international corporate 
combinations domiciled in many lands, it has become increas¬ 
ingly difficult for any one country to ascertain the facts about 
an international business combination and to exercise juris¬ 
diction over its actions so far as they affect the national 
market. The American Government has contended in the 
aluminum suit that cartel arrangements about the United 
States market were made between Aluminium, Ltd., of Can¬ 
ada, and the European producers, with only indirect participa¬ 
tion by the American beneficiary of the plan, the Aluminum 
Company of America. Regardless of the merits of this par¬ 
ticular exam^.e, it is evident that a national government, en¬ 
deavoring to control an international business, faces difficul¬ 
ties somewhat like those of one of our State governments in 
endeavoring to control an interstate railroad or airline. 

Similar difficulties are inevitable in industries in which 
the United States is wholly dependent upon imports, for in 
such cases all producers are located abroad and can readily 
keep their monopolistic arrangements beyond our national 
jurisdiction. Our unilateral policy has never been satisfactory 
as a means of relieving us from restrictive controls upon our 
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imports of natural rubber; and it is not likely to be adequate 
in dealing with the problems of tin, nickel, quinine, natural 
nitrates, or industrial diamonds. Effective relief from import 
monopolies by unilateral action necessarily waits upon the 
development of a synthetic substitute, as in the cases of 
nitrates, rubber, and quinine. 

Moreover, a unilateral policy raises problems when our 
exporters encounter foreign cartels. In cases in which a cartel 
receives aid from a foreign government by subsidy or by dis¬ 
criminatory trade legislation, the independent concern is 
seriously handicapped—as, indeed, it would be handicapped 
by such governmental favors to its rivals even if there were 
no cartel. In spite of propaganda to the contrary, the cases 
appear to be rare in which a cartel can use local price cutting, 
boycott by distributors, or similar devices, to coerce an in¬ 
dependent without governmental assistance. The more prob¬ 
able result is that the independent thrives because cartel 
prices are high and cartel sales are restricted. But though the 
difficulties of the independent have been exaggerated, he suf¬ 
fers occasionally from private cartels and frequently from 
government-supported cartels. These hardships are inevitable 
costs of a unilateral policy. 

Apart from such problems, there is a broader argument for 
an international attack upon the cartel problem. We are com¬ 
ing to see that a rising standard of living, a higher level of 
employment, and a ready exchange of goods throughout the 
world are desirable safeguards for the prosperity and peace of 
any part of the world. Trade barriers, public and private, 
contributed substantially to the mass unemployment, the 
hopeless disillusionment with established institutions, and the 
aggressive economic nationalism, which found expression in 
the totalitarian state and the renewal of world war. 
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For our own security we cannot be complacent in the face 
of business or governmental policies designed to curtail pro¬ 
ductive activity, employment, and technical progress any¬ 
where in the world. We must fight such tendencies as best 
we can and with whatever allies we can find. The international 
security policy, the policy of abandoning governmental trade 
barriers, and the policy of terminating cartel restrictions are 
all parts of a broad program of international action based 
upon recognition that the world is politically and economically 
knit together. 

Development of a multilateral policy toward international 
cartels will not be easy. In all countries, including our own, 
the effort is being opposed by groups which have a direct in¬ 
terest in its failure. There is great difference in national tradi¬ 
tions about the role of competition, the relation of business 
to government, and the nature of the public interest. There 
are differences of economic interest based upon the size and 
degree of self-sufficiencv of each nation and the nature of the 
industries upon which each chiefly depends. Nobody knows 
how far these difficulties can be overcome, but it is important 
that a beginning be made. 

It is too early to forecast the contents of an international 
agreement. However, certain broad suggestions concerning 
the line of attack appear to be inherent in the nature of the 
problem. 

i. Nations cannot be expected to surrender wholly and 
immediately their divergent philosophies about the relation 
of business to government. Since any international agreement 
for the comprehensive regulation of cartels by joint admin¬ 
istrative authority would presuppose full agreement upon 
principles of regulation, this type of action is out of the ques¬ 
tion. Moreover, for those of us who think that cartels serve 
no constructive purpose, but are bad in their major aim and 
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characteristic activities, the use of regulatory, as distinguished 
from prohibitive, devices would be pointless. 

2. Since there is a general need for fuller information about 
cartel activities, it should be possible to agree internationally 
to obtain and exchange that information. 

3. In spite of differences of opinion, there probably is a 
core of agreement that certain cartel practices are objection¬ 
able. If these practices can be identified and defined it should 
be possible to agree internationally to prevent them. 

4. There probably is agreement that in certain peculiar in¬ 
dustries—for example, the sale of munitions of war or the 
exploitation of seal fisheries—international restrictions are 
needed in the public interest. It may be possible to identify 
some of these industries and to agree upon means by which 
governments can prevent restrictions applied to them from 
serving private instead of public purposes. Care will need to 
be taken, however, to avoid the renewal of governmentally 
sanctioned restrictive arrangements like the pre-war rubber 
cartel, designed for no better purpose than to maintain the in¬ 
comes and capital values of producers at the expense of con¬ 
sumers by limiting the volume of production. Restrictive 
programs adopted by governments should be few in number 
and should be clearly designed to serve a public purpose. 

5. To make international action possible within the area 
of agreement, it will be necessary to reserve for each nation 
the right to continue the application of its own unilateral 
policy toward restrictive activities about which agreement 
has not been reached. 

6. If a beginning of international agreement can be made, 
it will be important to establish some agency of collaboration 
which can observe the working of the agreement, propose ap¬ 
propriate modifications, and thus gradually extend the scope 
of joint action. 




Redvers Opie : 

A Critical Appraisal of the International Cartel 

Before embarking upon a consideration of this complicated 
subject, I should like to quote from a great English economist 
who spent a long lifetime philosophizing on changes in the 
economic and social structure. Writing thirty-five years ago 
in his Principles of Economics (I cannot vouch for the fact 
that it was in the first edition in that landmark year 1890), 
Alfred Marshall examined the evils of competition and the 
evolution toward higher forms of collective action based on 
strong, self-disciplined individualism and, in looking to the 
future, turned his eyes to America. He wrote: “America faces 
new practical difficulties with such intrepidity and directness 
that she has already attained leadership in some economic 
affairs; she supplies many of the most instructive instances 
of the latest economic tendencies of the age, such as the devel¬ 
opment of speculation and trade combination in every form, 
and she will probably before long take the chief part in 
pioneering the way for the rest of the world.” 1 

Marshall did not underestimate the virtues of competition, 
but he saw the difficulty of defining or describing it in terms 
of institutions peculiar to a given age or country. In fact, 
to give full weight to the force of competition even in coun¬ 
tries where custom plays a more important part than in the 
capitalist England of 1S85, Marshall substituted for it the 
difficult phrase “the equilibration of measurable motives.” 3 
In the struggle for equilibrium in economic matters, forces 

'Alfred Marshall, Principles of Economics (London: Macmillan and 
Company, Ltd., 6th edition, 1910), p. 75 2 - 

3 Memorials of Alfred Marshall, edited by A. C. Pigou (London: Mac¬ 
millan and Company, Ltd., 1925), p. 170. 
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may be at work that take a form other than that of the com¬ 
petitive processes of individual enterprise. Marshall was 
thinking of the custom-ridden Indian peasant economy, but 
the same idea is relevant to institutions that govern the com¬ 
plicated relations between industries in different countries. 
The complexity of the process of “equilibrating measurable 
motives” must not be overlooked in judging of the contem¬ 
porary significance of the international cartel, or of inter¬ 
company agreements in general. 

I 

A cartel is an association of business companies, each one 
of which retains its separate identity and control over its 
affairs except over that part that is subject to agreement. The 
independence of the members is evidence of the looseness of 
the organization by comparison with a combine in which 
everything is under one top management. But usually another 
characteristic is added to the definition and that is that the 
members have the motive of restricting competition or creat¬ 
ing monopoly control, for the purpose of increasing profits as 
an end in itself. The stress on this motivation—to achieve 
higher profits without regard to the public interest—makes 
the conclusion inevitable that cartels are bad and should be 
stamped out. But even this conclusion would not condemn 
all intercompany agreements. Motives are difficult to measure, 
the bad difficult to distinguish from the good. Therefore, the 
practices of cartels have to be examined to throw light on the 
motives. 

The main activities of cartels in the past have related to: 
(1) the common practice of allocating export and/or domestic 
markets; (2) the establishment of price agreements, which 
have rarely stood alone but have been combined with (3) 
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quotas for production or export sales by individual countries; 
(4) the provision of a common sales organization; and (5) 
interchange of patents and patent licensing arrangements. 

Of these practices, the first three are suspect a priori, 
although their existence does not necessarily prove that the 
motive was to raise profits without regard to the public in¬ 
terest. Even in assessing action that clearly raises profits at 
a given time, it is necessary to weigh all the consequences over 
a considerable period of time against what would happen in 
the absence of cartel arrangements before judgment can be 

passed. 

The fourth activity is intended to be an economy device to 
reduce the costs of marketing. In fact the use of it has not 
been frequent. 

The fifth device is in a special class, because the patent 
grant is intended to create a monopoly throughout the life of 
the patent. The interchange of patent rights might quite well 
extend the area over which the benefits of patents are received, 
and no increased restriction of competition is inherent in the 
interchange. In practice the interchange of patents is usually 
combined with other devices, and a careful examination of 
the facts in each case is necessary to form a final judgment 
on the benefit or detriment to the public interest resulting 

from the arrangements. 

International cartels existed before the First World War, 
but they developed rapidly in the interwar years. This was no 
accident: The impetus to their formation after 1926 was given 
by the distortions in the international economic system left 
by the war and the failure of nearly all countries to make the 
necessary readjustments in their productive systems. Nor 
is it any accident that cartels appeared to be predominantly 
a European phenomenon. They covered raw-material produc- 
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tion as well as manufacturing industry, but they were very 
much more frequent in manufacturing. The countries likely 
to be members of cartels are the exporters ; and since Europe 
was responsible for seventy per cent of the world's exports of 
manufactures, it is no wonder that Europe appeared to be the 
home of cartels. Only a few cartels embraced the whole world, 
and many of course were purely national entities. Even in the 
raw-material cartels, some were exclusively European; e.g., 
the mercury, magnesite, cement, potash and wood-pulp cartels, 
because in these commodities Europe was responsible for a 
high proportion of total production or total world exports. It 
is possible that domestic legislation played a part in keeping 
American firms out of cartels, but undoubtedly there were 
also underlying economic forces tending in the same direction. 

Full information on the number of cartels in existence in 
the interwar years is not available, but the number has been 
estimated at between 250 and 300. If the subgroups or sub¬ 
sidiary agreements were counted as separate cartels in the 
member industries, this number would no doubt be raised 
considerably. 

I do not mean to oversimplify and maintain that the cartel 
was a depression phenomenon, but the fact is that the move¬ 
ment which started in the twenties accelerated in the thirties, 
notwithstanding the further fact that some cartels, which 
were started earlier, did not survive the onslaught of depres¬ 
sion and falling prices. But it would be superficial to ignore 
the economic environment in explaining the formation of 
cartels and to concentrate only on the businessman’s profit- 
seeking motive. The methods used varied according to eco¬ 
nomic circumstances. For example, raw-material cartels leaned 
to production control, although in the thirties there was a 
tendency to shift to export control combined with the reserva- 
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tion of domestic markets to home producers. The industrial 
cartels on the other hand have relied much more on the reser¬ 
vation and division of markets. 

The economic environment of maladjustment in national 
economies after the last war was in part created by positive 
state action: Tariffs and, later, import quotas were used by 
governments to bolster up domestic industry, and in some 
cases export subsidies were employed to facilitate dumping 
abroad. The cartel device was one means of doing business 
in foreign countries despite governmental prohibitions. More¬ 
over, cartels were used in the newly formed states to restore 
pre-war connections which had been disrupted by the breakup 
of the old empires. Therefore cartel practices in the interwar 
years must be judged in relation to governmental practices 
affecting trade. The addition of exchange control to other 
trade barriers during the thirties led to an increase in cartels 
and may have been the main reason for ushering in govern¬ 
ment encouragement of international cartels. Until 1930, Ger¬ 
many and Norway alone had special cartel laws. The addition 
of Japan to the list in 1931 was followed by nearly a dozen 
other European countries, although the laws were concerned 
almost exclusively with national cartels. Legislation for com¬ 
pulsory cartelization was also a development of the thirties, 
beginning with Japan in 1931, followed by Germany in 1933, 
and by both Belgium and the Netherlands in 1935. Compul¬ 
sory registration was adopted in some central and eastern 
European countries, but not in western European countries. 

II 

The effects of cartels are empirically difficult to measure; 
hence we are thrown back on a priori expectations from our 
knowledge of the practices. Even experts, after an exhaustive 
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study, confess that the effect of cartels on efficiency of produc¬ 
tion cannot be determined without examination of compre¬ 
hensive records of cost extending over considerable periods 
of time. But one fundamental weakness making for ineffi¬ 
ciency is inherent in the cartel form of organization: It con¬ 
tains no incentive to eliminate high-cost producers. This is 
because autonomy of action is retained by individual pro¬ 
ducers, and high-cost producers must receive their share of the 
market under the scheme. The only possibility of cartels per¬ 
forming this function of eliminating high-cost production 
would be through special arrangements to buy up the quotas 
of high-cost producers for a limited period, accompanied by 
the scrapping of high-cost plant. This has not been a feature in 
international cartels in the past, although it has been tried in 
purely national cartels. If this device were to be developed 
in the future, the cartel might be a justifiable interim measure 
for reorganizing an industry with excess capacity. But with¬ 
out this feature, the cartels in the interwar years were bound 
to leave untouched the maladjustments in industry which 
contributed to their creation. 

A priori, therefore, cartels are suspect. The lack of pro¬ 
vision for eliminating high-cost producers while restricting 
output involves a higher cost and price level than would other¬ 
wise be the case. If this is true and no other steps are being 
taken; e.g., by governments to make readjustments, there are 
no counterbalancing advantages in sight to offset the immedi¬ 
ate disadvantages of high prices to the consumer. 

In at least one group of cases, there is more than presump¬ 
tive evidence that cartels have led to restriction and unduly 
high prices. In Sweden, consumers’ co-operatives brought 
down the price of margarine and electric bulbs, and various 
other articles, by starting or threatening to start production 



T>irnvTri?Q r\ PTF 



of their own. Concrete cases of this kind, over however small 
an area, increase the strength of the presumptive evidence 
against restrictive practices by all cartels. 

There is also evidence that cartels by pursuing a high price 
policy (e.g., in the European steel cartel) have encouraged 
additional investment, both by members and new entrants to 
the industry, and thereby added to the excess capacity, the 
consequences of which it was their purpose to avoid. 

On the other side, of course, it must be said that the loose¬ 
ness of the form of cartel organization keeps alive the threat 
of potential competition from low-cost producers who might 
benefit from selling at lower prices if they chose to leave the 
cartel. This is a constant check on the abuse of monopoly 
power. 

Ill 

It is easy to exaggerate the political dangers of cartels. The 
disclosures relating to German activities, especially in the 
chemical industry, have revealed the fact that they can be 
made an instrument of warfare. But the source of the evil is, 
in my judgment, the aggressive will of the government rather 
than a spontaneous development from business enterprise. 
The root remedy is to prevent aggression by direct political 
action on a full international scale. 

I see no serious threat to democratic political institutions 
from the organization of international cartels. If this were 
a problem, it would arise first in the national sphere. But it 
seems to me that neither a huge combine nor an association 
of independent firms in the steel industry, for example, is 
likely, by virtue of the form of their organization, to be a 
threat to popular government. The political ideology of busi- 
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nessmen, in so far as it has affected the form of the processes of 
government in a country such as Germany, is likely to have 
been what it was, whatever the form of business organization. 

There remains, however, the possibility of political friction 
arising from the fact that governments may be tempted to use 
tariffs or other instruments of commercial policy to increase 
the bargaining strength of their own nationals in international 
cartel agreements. A case in point is the synthetic nitrogen 
industry. New production was started after the last war under 
tariff protection by various European countries to compete 
with the old producers, Germany, the United Kingdom, and 
Norway. The latter were excluded from the domestic markets 
of the new producers until, under a cartel agreement, they 
received quotas in return for granting favorable quotas to 
the new producers. The tariff was used as a weapon to exact 
favorable terms for the new producers in the cartel arrange¬ 
ment. 

But the remedy for this inequity lies with governments in 
formulating their commercial policy. International agreement 
on a sane commercial policy, rather than international action 
to abolish cartels, will go to the root of the matter. More 
generally than this, I would argue that it is illogical to assume 
a “holier than thou” attitude to cartels if tariffs and every 
other restrictive device are encouraged by governments, there¬ 
by creating the maladjustments which may be the raison 
d’etre of cartels. In other words, cartels and their practices 
must be judged within the framework of international eco¬ 
nomic practices as a whole. The lowering of national barriers 
to trade would have, among other salutary consequences, the 
effect of diminishing the temptation to form cartels as an 
offset to government folly. 
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It is not for me to say what should be the policy of the 
Government of the United States toward international cartels. 
Unfortunately, I also cannot say what is the policy of the 
United Kingdom Government because none has been an¬ 
nounced so far, although an important statement was included 
in the recent White Paper on Employment Policy which 
should dispel the belief that the British Government has 
adopted a policy of encouraging cartels. The passage is worth 
quoting at length. It follows a warning against restrictive 
practices on the part of the workers. “Employers, too, must 
seek in larger output rather than higher prices the reward of 
enterprise and good management. There has in recent years 
been a growing tendency towards combines and towards agree¬ 
ments, both national and international, by which manufac¬ 
turers have sought to control prices and output, to divide 
markets and to fix conditions of sale. Such agreements or com¬ 
bines do not necessarily operate against the public interest; 
but the power to do so is there. The Government will there¬ 
fore seek power to inform themselves of the extent and effect 
of restrictive agreements, and of the activities of combines; 
and to take appropriate action to check practices which may 
bring advantages to sectional producing interests but work 
to the detriment of the country as a whole.” 3 The statement 
does not foreshadow what action the United Kingdom Gov¬ 
ernment will take, but it exhibits an anxiety to examine the 
problem and an open mind in searching for a solution. 

That is the keynote of my own attitude to the cartel prob¬ 
lem. I cannot believe that there is an easy solution on the lines 

3 Employment Policy (New York: The Macmillan Company, * 944 )> 
para. 54. 
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of American antitrust legislation or of outright prohibition 
of cartel agreements. I cannot claim to be an authority on the 
American antitrust legislation and its interpretation in the 
courts. But most people who have looked into the subject 
would agree that the search for a simple rule relating to 
restraint of trade, the diminution of competition, or the crea¬ 
tion of a monopoly, to be embodied in a statute which the 
courts could then easily interpret, has failed. Modern indus¬ 
trial and commercial organization is too complex to test by 
simple criteria the way in which we would like the developing 
mechanism to be shaped. In America, the problem of avoiding 
judicial legislation, the injection of the doctrine of “reason¬ 
ableness” into the interpretation of the statute, and the im¬ 
portance of the sociological preconceptions of justices of the 
courts, all point to the complexities of the problem. Even if 
the search for simple criteria had been successful in the 
United States, it would still be doubtful whether legislation 
in other countries should be modeled on the Sherman Act. Dif¬ 
ferences between countries are great, and each must introduce 
whatever control of business practices is adapted to its own 
constitutional system and the genius of its people. 

In England, the traditional policy has been neither encour¬ 
agement nor discouragement of international cartels. Domes¬ 
tically, the common-law doctrine that contracts in restraint 
of trade are void and unenforcible at law, has been applied to 
agreements between businesses. Throughout the nineteenth 
century and the greater part of the twentieth century, free 
trade, with the consequent assurance of competition from 
abroad, was Britain’s best protection against the growth of 
monopoly at home. Rightly or wrongly, there was no con¬ 
sciousness of a monopoly problem requiring legislative action. 

British firms did not play a prominent part in the interna- 
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tional cartel movement after the last war, although there were 
one or two exceptions. Great publicity has been given to the 
Imperial Chemical Industries’ agreement with du Pont, the 
basis of which was a complicated system for the interchange 
of patents. But perhaps the most interesting British participa¬ 
tion was in the Continental Steel cartel to which the British 
Iron and Steel Federation adhered in the middle thirties when 
the newborn British import tariff played a part in the bargain¬ 
ing strength of the British producers in negotiating the import 
quota from the Continent into the domestic market. With the 
adoption of a general tariff policy, it is significant that concern 
over the growth of monopolies increased in England during 
the thirties, thus illustrating the importance of commercial 
policy for this whole problem. 

If I were to guess, I should say that it is unlikely that the 
United Kingdom will experiment with an English Sherman 
Act. In the present state of development of the relation be¬ 
tween government and industry, it is more likely that reliance 
will be placed on compulsory registration of private agree¬ 
ments and on the giving of adequate publicity to the practices 
which are the subject of agreement. Businessmen are neither 
amoral nor immoral, and the force of public opinion operates 
upon them as upon other members of the community. The 
most general type of control or even moral suasion is likely 
to be tried before resorting to the harsher tactics of “trust 
busting.” Nevertheless, if investigation should indicate that 
international agreement between governments to prohibit 
clearly reprehensible practices was necessary, I feel sure that 
the British Government would be willing to play their part 
in concert with other nations. 

In this connection, the proposal of a committee of the sec¬ 
tion of international and comparative law of the American 
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Bar Association, to establish an International Trade Tribunal, 
is one to which I personally feel sympathetic. The committee 
realizes that this, like any other international body, raises the 
question of trespassing on the sovereign rights of nations. 
But they rightly attach great importance to "the corrective 
forces of publicity” as the primary sanction of such a tribunal. 
It could therefore perform a useful function, even if it were 
no more than a fact-finding body, investigating international 
business practices from the point of view of fairness of the 
methods of competition adopted and the reasonableness of 
restraints of trade as judged by the international public in¬ 
terest. The need for some such international body is likely 
to be all the greater in the future in view of the probability 
that some countries will conduct their foreign trade through 
state monopolies. In any event, there will be great diversities 
of law and business organization in different countries, and 
some over-all machinery may be welcome in ensuring smooth 
relations between them. However perfect international agree¬ 
ments relating to governmental commercial policy may be in 
the future, there will still be scope for private intercompany 
agreements and the need for the supervision of the practices 
involved. The development of a new code in international 
business ethics is a more positive aim than the sweeping con¬ 
demnation of all private international agreements as being 
contrary to the public interest. 

This, as I see it, is the conclusion we arrive at if we keep 
an open mind in examining the problems which international 
cartels undoubtedly raise, but of which we have had too short 
an experience, and too little systematic examination of the 
facts, to be dogmatic in our condemnation of this particular 
form of organization. 
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WORLD POPULATION MOVEMENTS AND 

THE UNITED STATES 

Henry Pratt Fairchild 

There is truth in the observation that the responsibility for 
reorganizing and healing a war-torn world is a continuing af¬ 
fair and that it concerns all of us. Bringing the war to a con¬ 
clusion is a process that has been going on for months in the 
past and it will go on for months after the last gun is fired. 
A democratic peace, moreover, will require the participation 
of every thinking and politically conscious citizen of the free 
countries of the world. We must all help to make the peace. 
Only if all of us face the problems that must be solved is there 
hope that we shall have an era of long and stable international 
tranquillity. 

We face the most stupendous aggregation of problems that 
ever confronted humanity. They are problems of international 
finance, of world trade, of the treatment of our conquered 
enemies, and of the creation of new political units. The list 
could be lengthened indefinitely. But underlying and encom¬ 
passing all those individual and specific problems is the one 
great fundamental problem of humanity itself. It is the ques¬ 
tion of the men, women, and children who compose the so¬ 
cieties by whom this great conflict is being waged and who 
will have to live together when hostilities cease. Every other 
problem is directly or indirectly conditioned and qualified by 
the features of this great population problem of mankind. It 
is the purpose here to deal with some aspects of this problem 
as they affect the postwar settlements. 

I 

The postwar population problem has two major aspects: 
first, the relocation and re-establishment and rehabilitation 
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of the dislocated and uprooted peoples of the world. This by 
itself provides an enormous challenge to human ingenuity. 
According to the best estimate that I have been able to obtain, 
there are something like twelve and one-half million people 
who are homeless, wandering, or dislocated. Something must 
be done to enable them to find homes, and to re-establish 
themselves in the normal relationships of human experience. 

We cannot consider this aspect of the postwar population 
problem here, for our space must be devoted to the second 
which is even more complicated and more momentous. This 
is the question of equalizing population pressures among the 
great sections of humanity which we call nations, of providing 
some answer to those who question the justice of countries 
of relatively sparse population and high economic standards 
coexisting in the postwar world with other countries of high 
population density and low economic standards. Some of the 
basic facts of this grave problem we fortunately have at our 
command. We know, first of all, that there are something like 
two billion, two hundred million people in the world. We know 
something about how these people are distributed. We know 
that about one half of these people are concentrated in the con¬ 
tinent of Asia; somewhat over a half billion are in the conti¬ 
nent of Europe; a hundred and forty-five million or so are in 
Africa; a hundred and forty-five million are in North Amer¬ 
ica ; a hundred and twenty-five million are in South America; 
and ten million are in Oceania. These figures make all too 
clear the tremendous disproportion in the distribution of hu¬ 
man beings over the earth's surface and they suggest too that 
there may be a possible connection between population dis¬ 
tribution and the two great upheavals that we have endured 
within a single generation. 

One more thing we know: There is a great difference in the 


WORLD POPULATION MOVEMENTS 


159 


rate at which these sections of humanity have been increasing 
in the last few generations. It is a bit startling to some to 
learn that the continent of Asia, which we think of as having 
been densely crowded for many centuries, does nevertheless 
grow much faster than the continent of Europe. I myself was 
startled when I first saw the statistics and learned that be¬ 
tween 1800 and 1933, the increase of the population of the 
continent of Asia was equivalent to the total population of 
Europe in 1933. I was also interested to learn quite recently 
that the population of India has increased over fifty million 
in the last ten years. Now fifty million is more than a third of 
the total population of the United States, and that is merely 
India’s increase for a decade. 

In contrast to this amazing expansion in densely populated 
Asia, Western Europe and North America have passed through 
that stage of phenomenal increase, and in the last generation 
have approached a condition of stationary population. As a 
matter of fact, even before this war broke out, most of the 
countries of Western Europe, including France, Germany, 
England, and the Scandinavian states, were actually in a state 
of intrinsic decline, rather than increase. Numerically, year 
by year, they were still growing somewhat, but the internal 
forces which were at work promised an ultimate decline in 
population. Here in the United States, we are just about hold¬ 
ing our own as far as numbers are concerned. It is indeed a 
strange paradox that the countries that are growing the fastest 
are the countries that are already most overcrowded and most 
oppressed by the evils of overpopulation. 

This paradox gives rise to a basic complaint arising from 
the fact that an excessive number of people are crowded upon 
certain sections of the earth’s surface, while other sections 
have been favored by destiny, and relatively few people, and 
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are blessed with plenty of space for development. This con¬ 
dition, we may be certain, will create demands from public- 
spirited individuals and humanitarian-minded groups that 
there must be opportunities for the equalization of the earth’s 
advantages, and that the overcrowded, densely peopled coun¬ 
tries of the world must be permitted to unload some of their 
surplus population upon the more fortunate lands. We can be 
sure of such a demand because it has already been made. I 
have already seen at least a half dozen statements issuing from 
church bodies and similar organizations, containing sum¬ 
maries of peace objectives and including as one of their 
demands that immigration barriers should be lowered so that 
there may be a practically unhampered flow of population 
from the overcrowded lands to those more blessed. And of 
course at the very top of the list of the lands which would be 
regarded as eligible to receive immigrants is the United States. 

It is our purpose to attempt to evaluate these seemingly 
humanitarian and certainly well-intentioned demands and 

w 

plans. In order to do so in a fair and accurate manner, we must 
call to our assistance all the resources of social science in so far 
as they are available. This is all the more necessary since it 
sometimes happens in human affairs that what seems on the 
surface to be a liberal, broad-minded, humanitarian expedient 
turns out to be exceedingly dangerous and almost certain to 
bring about calamity rather than blessings, when thrown into 
the sharp spotlight of scientific inquiry and investigation. 

II 

To begin with, then, let us refresh our minds regarding some 
of the fundamental principles which we shall have to consider 
and which science has established for us beyond any serious 
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question. What are the basic principles of population growth 
as they condition and affect every human group? 

In the first place, it is useful to recognize that man is 
fundamentally an animal. He is an animal not so different in 
his basic make-up from many of the higher types of animals 
we call the subhuman species and in his reproductive equip¬ 
ment and processes he is very similar to the lower types of 
animals and even to the plants themselves. There is indeed a 
strange, striking uniformity running through the whole gamut 
of living organisms in this matter of reproduction. It was 
Thomas Huxley, I believe, who said years ago, that the first 
duty of man is to be a good animal and certainly nothing is 
more important in being a good animal than to manage the 
reproductive responsibilities of the species as efficiently as 
possible. 

As good animals, we must start by recognizing that funda¬ 
mentally we are subject to essentially the same drives, capa¬ 
cities, and living conditions as any other animal species on 
earth. If we take this view, the first basic principle which 
emerges is that every organic type on earth is equipped with 
a biological capacity for reproduction and an innate drive or 
urge which leads toward the realization of that capacity, and 
that every living species habitually and characteristically 
pours out upon the earth, period by period, a mass of offspring 
almost immeasurably exceeding the capacity of the earth to 
support it. That is nature’s rule for the perpetuation of the 
species. 

An interesting fact about organic reproduction, one of great 
human significance, is, that in nature, the lower down on the 
scale of evolution an organism is, the higher tends to be its 
rate of reproduction. As we ascend the scale of organic devel- 
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opment we find the birth rate tending to diminish and the 
crude law of chance being supplanted by parental care, nour¬ 
ishment, and protection. Hence when we get up to the higher 
levels, to such creatures as the lion, the elephant, and the 
anthropoid ape, we find a very moderate rate of increase. 
Nevertheless, the rate for all species remains superfluously 
high. 

Consequently we must realize that every species has to be 
stopped. As a matter of fact, sooner or later, every species in 
nature becomes so thoroughly and effectively stopped that 
it does not increase in numbers at all. The basic population 
law in nature is the law of stationary population. Every old 
species eventually reaches the limit beyond which it cannot 
go. From that point, over a long stretch of time, its number 
remains stationary barring some great changes in its situa¬ 
tion or environment, such as the advent of a new species or a 
great geographical change or something of the sort. 

Hence we arrive at the second fundamental principle which 
is that the biological increase of every species has to be con¬ 
trolled. Nature has her way of controlling it; man may pos¬ 
sibly have a different one. But whether we are speaking of a 
subhuman species or of the human species, there are only two 
basic points at which the increase of population can be con¬ 
trolled. Those are the two points which represent the essential 
factors in population increase: one is births, the other is 
deaths. The population increases if there are more births than 
deaths: the population decreases if there are more deaths than 
births. I f the two are equal, the population remains stationary. 
For the moment, we are excluding the possibility of migration. 

Now as we studv nature’s methods, we learn that without 

w 

exception nature controls population growth through the 
factor of death. That is nature’s way. It is really appalling to 
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realize how large a part of natural processes consists of killing. 
Of all the sixteen million oysters which one pair of parents 
brings into the world each year, on the average of only two can 
possibly live to maturity and become parents in their turn. So 
it is with every species of the bisexual type. No matter how 
long their lives and no matter what the rate of reproduction 
is, only two can survive to maturity from each pair of parents 
and become parents in their turn. The rest are eliminated by 
death. That is nature’s method. The human species has a 
capacity to multiply much less than most of the subhuman 
types, but it is still prodigious. Those who have delved into 
the history of population or read even casually any literature 
of this kind will remember that Thomas R. Malthus, the great 
pioneer scholar in this field, estimated that a human popula¬ 
tion is capable of doubling every twenty-five years. That es¬ 
timate was a very conservative one. 

As a matter of fact, our American population, exclusive of 
the Indians, has in certain periods not only doubled every 
twenty-five years, but even every fifteen. When we took the 
first census of this country in 1790, we found almost exactly 
four million people. That was roughly one hundred fifty years 
ago. Today, we have one hundred thirty-four million. Ameri¬ 
can population has increased about thirty-four fold in one 
hundred fifty years. Just imagine what would happen if we 
would increase thirty-four fold in the next one hundred fifty 
years, and then thirty-four fold again in the next century and 
a half. Such estimates yield fantastic results and we say they 
could not be translated into fact. But such a result did occur 
in the last one hundred fifty years in this country. People tell 
us that this result was largely due to immigration ; but that is 
highly questionable as we shall see later. Hence there is no 
doubt whatever that the human species is comparable to the 
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subhuman types in its capacity for multiplication; and there 
is no reason to suppose that the basic urge back of this per¬ 
formance is any the less potent and any the less insistent 
among human beings than among other types. 

But the potential multiplication of human beings, as of 
every type of plant or animal, is subject to the limitations 
of the finite world. This world has only a limited amount of 
superficial area of which a fixed portion is land and the rest 
is water. The area of the earth is composed of certain elemental 
substances which are fixed in quantity and quality; and out of 
these limited resources all living creatures must get their sub¬ 
sistence. Hence we have something very comparable to the old 
philosophic problem of what happens when an irresistible 
force meets an immovable object. I never knew the answer 
to that until I happened to be talking along very much these 
same lines at the Army War College in Washington a few 
years ago. One of the officers in the back of the room raised 
his hand and said: “The answer to that is infinite heat.” I 
think he was quite right both in the physical sense and in the 
philosophic sense. When an irresistible force meets an immov¬ 
able object, the result is infinite heat. That is the condition we 
have in the world today. We have the illimitable force of bio¬ 
logical increase thrown up against the inescapable limitations 
of a finite world and we get infinite heat expressing itself in 
many ways. In nature it takes the form of infinite death. 
Among men, it expresses itself in warfare, disaster, destitu¬ 
tion, famine, and pestilence. 

We must recognize that these are the actual factors at work 
in the world around us. We may wish it were not so. We may 
wish that somehow or other nature, man, and the universe 
had been created differently; but that is the way they are. 
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III 

In the light of these conditions let us consider what is to be 
done about contemporaneous population problems, especially 
about the demand for equalizing population among the more 
fortunate and less fortunate lands. What are we going to do 
about the distressed conditions in India, China, and other 
lands where the population pressure is great? As an index of 
the relative situation in these and other lands we frequently 
use what we call the density of population ; that is, the number 
of persons per square mile on the average. Now that is a very 
crude measure but it has some significance. The number of 
persons per square mile differs greatly. In Great Britain it is 
about 504; in China, 145; in India, ! 7 <>; in Japan, 479; in the 
United States, 44; in the Soviet Union, 21; in Brazil, 14; and 
in Argentina, 12. We realize that we have a tremendous stretch 
between what the land is forced to do in countries like China or 
India and what it has to do in countries like Argentina and 
Brazil; and it would seem the most natural thing in the world 
to insist that those countries which are so fortunately situated 
should share their advantages with the depressed and griev¬ 
ously overpopulated areas of the world. As I have already 
pointed out, we are going to have specific demands from 
various bodies that just that be done. Let us consider such a 
suggestion in the light of the principles we have been discuss¬ 
ing. What would be the result ? 

At the outset this brings up the moot question of the effect 
of migration upon population growth. Sociologists, econo¬ 
mists, and anthropologists have debated about that for years 
and there is no final conclusion. At one extreme is the obvious 
assumption that immigration into a country represents a net 
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addition to the population of that country. At the other ex¬ 
treme is the position that immigration does not increase the 
population of the country at all, but substitutes foreign ele¬ 
ments for natural increase. The customary statement of the 
latter position, with reference to the United States, is that we 
do not have one more individual in this country than we would 
have had if we had not a single immigrant since 1790. In other 
words, immigration has not increased the American popula¬ 
tion by a single person. That is the extreme postition. There 
is no time to go into all the arguments about the matter; but 
I suspect the truth probably lies closer to this extreme than it 
does to the opinion of those who consider immigration a net 
increase. I have always found the evidence strong which in¬ 
dicated that immigration under the ordinary conditions which 
have prevailed in this country in the last seventy-five years 
and would prevail among the countries of the world in the 
next fifty years is perfectly ineffectual in increasing the popu¬ 
lation of a country. Population grows in response to forces at 
work within a country. 

At any rate, it seems to me to be quite inconceivable that 
we should think of this immigration as a net increase. Im¬ 
migration and census bureau officials have gone to a great deal 
of trouble and used all the best techniques to figure out how 
large a part of our population in 1920 was traceable to the 
population that was here in 1790. and how much was traceable 
to the population that has come in since. They figured that 
out of a total population of 94,820.000 in 1920, an aggregate 
of 41,288,570 were descendants of the original population of 
1790, and 53,532,345 were the product of immigration since 
1790. This means that if we are going to say that these people 
are net additions, we must believe that without immigration 
we should have had much less than half the population that 
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we did have in 1920. I cannot accept such a conclusion ; I do 
not think it is in accordance with the fundamental population 

principles at work in the world. 

Now what does immigration do for the sending country? 
Does it relieve its overpopulation ? Here the evidence is even 
clearer and more convincing than on the other side of the 
question, and we can state it rather categorically in these 
terms. A steady immigration from a densely overcrowded 
country has no effect whatsoever in lowering its rate of popu¬ 
lation increase—to say nothing of diminishing its population 
—and does not in any way help to alleviate the problems of 
overpopulation. That is an extreme statement but I believe 
it is fundamentally true. If we remember that there is always 
at work that great complex of reproductive urge and repro¬ 
ductive capacity, held back only by the necessary limitations 
that exist, I think we can understand that whatever gaps are 
made by immigration will be filled by a natural increase of the 
remaining population and there is no net loss. 

This conclusion is vitally and fundamentally important. If 
it is true, it is going to make all the difference in what we 
decide ought to be done for India, China, and other overpopu¬ 
lated countries. If I thought that a great world-wide immigra¬ 
tion scheme could really relieve the conditions in China, even 
at the expense of some of the more favored lands, I would be 
inclined to support it. But if, on the other hand, it is true that 
such a measure would do no good to the sending countries and 
would immeasurably complicate the problems of the receiving 
countries, then we must say that such an expedient must be 
discarded. 

And the truth appears to be that such an expedient will 
provide no relief. Consider the obverse argument. Over a 
period of five decades Italy sent out some seventeen million 
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emigrants. At the end of that time the population of Italy 
was something like forty-one million. If those emigrants were 
a net subtraction from the population of Italy, it would mean 
that if there had not been that emigration, Italy would have 
had a population of about fifty-eight million. If it were true 
that the eighteen million emigrants who left the British Isles 
in the past century represent a subtraction, then today this 
area would have a population of about sixty-four million, 
instead of the forty-six million that it has. I simply cannot 
believe such conclusions. I cannot believe that those emigrants 
from Italy and the British Isles actually represent a subtrac¬ 
tion from the population. 

One of the most dramatic and explicit statements on this 
great issue, based upon careful investigation of evidence, is 
contained in a report of the Red Cross Commission sent over 
to China in 1928-1929 to study the terrific famine problem. 
In the course of the report, the Red Cross took up this ques¬ 
tion of emigration. In a striking passage the report states 
in essence: “If all the ships that sail the seven seas were di¬ 
verted from their usual routes and devoted henceforth ex¬ 
clusively to carrying emigrants out of China, they could not 
keep up with the procession.” That is about as good a state¬ 
ment of the fundamental truth as I have ever run across. We 
cannot relieve the problems of overcrowded countries by 
throwing down the immigration barriers and letting them go 
freely all over the world wherever things are better arranged. 

What then are we going to do ? What possible hope of relief 
is there? Several basic expedients have been suggested and 
discussed. For example we place some hope in industrializa¬ 
tion. One recommendation is that these countries get busy, 
mechanize their industry, mechanize their agriculture, and 
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become more efficient in production. There is much to be said 
for such a program ; but I think there are two or three things 
to remember. First, we must remember that the extraordinary 
efficiency of industrialization in adding to the wealth of a 
country was developed during the era when industrialization 
was taking place only in a few countries. There, consequently, 
they were in a position to exploit the natural resources and the 
backward economies of other lands. But those days are over. 
All the countries in the world are now moving rapidly into an 
industrialized economy and we are not going to have those 
relative advantages and disadvantages that marked the nine¬ 
teenth century and enabled England, Belgium, Holland, and 
to a certain extent the United States, to grow wealthy and 
prosperous out of that difference because of their technologi¬ 
cal advances over the rest of the world. 

In a country like China, moreover, the food problem is dif¬ 
ferent from what it is in a country like the United States 
where there is no deficiency in the potential food production 
capacity. Here in the United States our problem is to turn out 
the maximum food per unit of man labor or per unit of capital. 
Here we are concerned with the efficiency of food production. 
China is concerned with the maximum of food production, 
the maximum total of food. She has plenty of manpower. She 
docs not have to worry about food production per agricultural 
worker. She has to worry about the total of food production. It 
is something for China to worry about, because in that land 
there has been one serious famine on the average of every year 
for two thousand years. 

It may be that the mechanization of agriculture will result 
in greater food production ; but I am not sure that it would go 
very far, because the Chinese have done mighty well in provid- 
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ing subsistence by hand methods and they have preserved the 
fertility of their soil over four thousand years or so in an 
almost incredible way. 

What then can be done ? I remember that a few years ago, 
at a conference out in Chicago, a Japanese professor was tak¬ 
ing up the population problem of Japan. He took up in turn 
each one of the possible expedients, industrialization, better 
agriculture, emigration, and so on. Each one of these, he 
recognized, might have some utility; but in the last analysis, 
he said that all of them put together could not solve the 
Japanese population problem. Hence he fell back upon the 
only final expedient which quite frankly and openly he called 
birth control. 

We must, in short, control population growth itself. We 
cannot take care of the problem by any set of expedients, 
however admirable and however carefully worked out they 


may be. 

IV 

Whatever may be the form of the international organization 
that is eventually set up, the control of immigration will al¬ 
most certainly remain with the individual nations, since that 
is the last item of sovereignty that will voluntarily be relin¬ 
quished. 

But if we are going to have a great world-wide migration 
movement as a remedial expedient, after the war, where are 
the countries who will accept immigrants? Where will they 
go? Can we think of any country in the world today that 
would be willing to admit a million Chinese immigrants a 
year, to say nothing of forty or fifty million a year? 

We cannot contemplate any international adjustment that 
includes the forcing of foreign immigrants upon any country 
in the world against its will. Let us take our own country 
as an example. We all remember that it was as a result of the 



WORLD POPULATION MOVEMENTS 


151 


experiences of the last war that we finally established our 
quota system of regulation of immigration. This was our first 
deliberate step in the numerical regulation of immigration. It 
was the first time we ever deliberately checked immigration 
and we did it because of what happened subsequent to the 
last war. For the first few years after that war there was a 
sort of lull. Then, as things quieted down, the flow of immigra¬ 
tion to this country became so enormous, that it was perfectly 
clear to the authorities that it would be limited only by the 
carrying capacity of the Atlantic fleet unless some ofiicial 
restraint were put on it. So we moved into our quota system. 

After this war, pressure to migrate to the United States is 
going to be more severe than after the last war. The differential 
between living conditions in the United States and those in 
Europe, to say nothing of China and India, is going to be more 
striking in 1946 than it was in 1920 or 1921. And somehow or 
other people do find the financial means to migrate if there is 
a chance that other lands will take them. Hence I am sure we 
would have potentially the same situation as after World War 
I. The potential immigration to this country will be limited 
by the carrying capacity of the Atlantic and Pacific fleets en¬ 
larged by all the Liberty vessels that we have been building in 
the last two or three years. 

I do not believe there is the slightest chance in the world 
that our Congress will stand for it. I do not think there is any 
appreciable chance that Congress will stand for even any re¬ 
laxation of our immigration restrictions. Then where are these 
people going? People say, let them go to sections in Central 
Africa or to Alaska. But those are mere drops in the bucket, 
assuming they would be permitted to go there. 

Therefore I conclude, there is no possible expedient for 
relieving the conditions of overcrowded countries, except to 
put the problem right up to them. It is the sort of thing that 
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nobody else can solve for them. If China, India, and other 
lands are to escape from the dire evils of overpopulation, 
somehow or other they have got to learn to handle the prob¬ 
lem internally. The world cannot do it for them. And the way 
to handle it internally is to adopt and practice deliberate 
limitation of their own population. They must keep their 
numerical increase within the limits of their economic capac¬ 
ity to sustain it. 

In any case, from the point of view of abstract justice, it 
would seem absurd to insist that the countries of the westeyi 
world who, in one way or another, have reached a somewhat 
rational, well-balanced, foresighted handling of that situation, 
should be compelled to relinquish all those advantages to the 
countries that are still backward, retarded, and undeveloped 
in those particular respects. 

It seems to me that these are the truths about postwar 
population problems that we must face. And as far as I am 
concerned, I can see not the slightest hope for an era of lasting, 
stable, international peace and good will, until in some way 
or other this unrestrained growth of population has been 
brought under control and the nations of the world have 
learned to increase their numbers only so fast and only under 
such conditions as their own economic system and their own 
capacities for production of immediate livelihood will tolerate. 
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POSTWAR ECONOMIC RELATIONS WITH 

THE U.S.S.R. 


William H. Chamberlin : 

The Realities of Soviet-American Economic Relations 

/ 

I 

It is my belief that if we are given an era of peace after the 
war, and if there is no serious political clash between Soviet 
Russia and the United States, there are real possibilities of 
mutually advantageous commercial interchange between the 
two countries. But contrary to some expectations, it is my 
opinion that our trade with Russia in the future is no more 
likely to reach the volume seemingly warranted by Russia’s 
size and population than it has in the past. As Soviet orators 
like to point out, the Soviet Union is a huge country, covering 
• almost a sixth of the land Surface of the globe. Including terri¬ 
tory newly annexed, it has a population, exclusive of war 
losses, close to 200 million. These statistics naturally suggest 
to the average American the possibility of very large business 
dealings after the war. 

If we look into the past, however, we will find that Russia 
has never had a foreign trade proportionate to her size or 
population or even her internal production. Thus before the 
outbreak of war, the percentage of Soviet Russia’s foreign 
trade, in terms of her total industrial production, was only 
about one per cent. This was a negligible figure. It may be 
that possibilities for expansion will exist after the war; at 
the same time there are certain factors that make for a con¬ 
tinuance of this relatively small volume of foreign trade. For 
one thing, a completely state-controlled economy such as that 
of the Soviet Union inevitably tends strongly, if unconsciously, 
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toward self-sufficiency. In a managed economy the temptation 
is to have everything under immediate control. But foreign 
trade in the nature of things cannot be absolutely controlled 
by either partner; it has its fluctuations and ups and downs. 
Hence in a completely planned economy, the tendency is to 
stress internal production at the expense of foreign trade. 
Particularly is this likely in Russia in which obtain many of 
the conditions which potentially foster a relatively high de¬ 
gree of economic self-sufficiency. 

Another consideration which suggests that Soviet-American 
trade will not be as large as some anticipate is the fact that 
the mineral and agricultural output of Russia and of America 
is, to a considerable extent, complementary. In normal times, 
we produce, or are qualified to produce, similar basic com¬ 
modities. We would certainly not be a market for Russian 
wheat. That market consists of the thickly settled industrial 
countries of Europe. Nor is it likely that we shall be a market 
in the near future for another product of which Russia in the 
past has had a considerable surplus, namely, oil. 

The long sea route to the Soviet Union and the slight devel¬ 
opment of shipping connections between Russia and Amer¬ 
ica are also factors that must be taken into account as limiting 
elements in Soviet-American trade. In certain cases, the 
Soviet Union may have a surplus of some commodities which 
we could use; but there may be closer, more profitable, al¬ 
ternative sources in South America or in some other part of 
the world. 

Let us consider some of the actual statistics bearing on 
this subject of Soviet-American trade. In the five years before 
the outbreak of the present hostilities, American exports to 
Russia averaged about forty million dollars annually and im¬ 
ports from Russia averaged about twenty-five million dollars 



POSTWAR ECONOMIC RELATIONS WITH U.S.S.R. >S5 


annually. Given those conditions of peace and political sta¬ 
bility that I mentioned earlier and the absence of any par¬ 
ticular friction on the political side, it may be quite possible 
to push these figures up following the war, especially if there 
is a higher price level throughout the world. It is conceivable 
that we might reach an export volume of as high as 200 million 
dollars a year to Russia and perhaps an import volume of 100 
million dollars. The difference between these two items could 
be covered partly by gold from the Soviet Union. The remain¬ 
der might be handled through the workings of triangular 
trade; that is, Russia might build up an excess export surplus 
with some other country and with that surplus make up the 

deficit in Soviet-American trade. 

Admitting these possibilities, estimates of an annual Soviet- 
American trade volume reaching into the billions are nonethe¬ 
less sheer nonsense. They are beyond the realm of the probable 
unless we should be so overcome by economic insanity that 
we made up our mind to give away an enormous quantity of 
our products at the taxpayers’ expense. There are some rather 
loose thinkers who really seem to advocate that sort of policy. 
They imply we ought to export at any cost, even if there is 
slight chance of repayment. But I cannot believe that after 
sober reflection the American people or the American Congress 

would endorse any such policy. 

Of course the war emergency has created an enormous, 
one-way transfer of goods from America to Russia through the 
workings of lend-lease. Up to June 30, 1944, when the last 
figures were made public, our exports to Russia under lend- 
lease totalled nearly six billion dollars; and that total may 
now have risen to a level between seven and eight billion dol¬ 
lars, since in the first six months of 1944 alone we exported 
more than a billion and a half dollars’ worth of lend-lease 
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goods to the Soviet Union. But these astronomical figures are 
just part of the tremendous cost of the war, and they must be 
considered in the nature of a war subsidy. If we are thinking 
of postwar trade in the sense of mutually advantageous ex¬ 
change, then this lend-lease idea of giving away goods falls 
out of the picture; and we must consider trade volume only, 
and in terms of goods or services that can actually be ex¬ 
changed. 

II 

What then are the concrete possibilities in this direction ? 
What sort of commodities can we expect to exchange? Look¬ 
ing back to the last year of peacetime trade in 1940, we find 
that much the largest Russian export item to the United 
States in that year was furs. They were valued at over twelve 
million dollars. Then came manganese, an important element 
in the manufacture of steel, which was valued at about four 
million dollars. In addition there was a variety of miscellane¬ 
ous items such as sausage casings, licorice root, and cigarette 
tobacco. Russia is also one of the world’s larger producers of 
gold; hence if we ar' going on with the process of collecting 
gold and burying it at Fort Knox, no doubt Russian gold will 
also help square the trade account, even if we should have a 

sizable export surplus in our favor. 

In that same year of 1940, Russian imports from the L nited 
States were much higher than Russian exports to the United 
States. Our export total came close to ninety million dollars. 
The large balance in our favor was undoubtedly due to the 
Soviet’s fear of war with Germany and her consequent desire 
to stock up while trade routes were still free. The imports from 
the United States included wheat, cotton, leather, and non¬ 
aviation gasoline, together with the more familiar kinds of 
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Soviet imports such as machine tools, electrical equipment, 
turbines, generators, and other industrial products calculated 
to strengthen the Soviet program of industrialization. 

After the war is over, Russia will have virtually unlimited 
need of almost everything that we can supply. That, of course, 
will be the case in almost all the countries that have been 
ravaged by the war. Hence, if need were the only considera¬ 
tion, we could undoubtedly have an enormous export trade 
with Russia. But if we insist on thinking in terms of real 
trade and not in terms of a war subsidy or a purely relief 
operation, then we must always take into account the neces¬ 
sity for balancing trade. In other words, if we are really going 
to have trade on a sound and satisfactory basis, we must give 
just as much thought to what we can import from Russia as 
to what we can export. 

From her past performance, we can expect Russia in the 
future to give priority in her imports to machine tools, factory 
equipment, rolling stock, turbines, and generators; in other 
words, to imports that will most quickly restore and expand 
her productive capacity. Since the inauguration of the first 
five-year plan toward the end of 1928, the Soviet Government 
has invariably pursued the rather spartan policy of refusing, 
except in very rare cases, to import consumption goods, pre¬ 
ferring instead to import goods that will make it possible 
ultimately to manufacture consumption goods at home. This 
policy will undoubtedly be continued and it will be our heavy 
industries, especially the metal, metallurgical, and machine- 
building industries that will have the greatest stake in our 
future export trade with Russia. 

What can Russia send us in exchange? In a recent inter¬ 
view that Stalin granted to Eric Johnston of the United States 
Chamber of Commerce, the Russian leader tackled this ques- 
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tion with his wonted realism. For American goods Stalin said 
Russia could offer quite a long list of products including 
manganese, timber, pulpwood, furs, gold, chrome, platinum, 
copper, oil, and tungsten. In some cases, of course, there are 
competing alternative sources of supply for the products men¬ 
tioned ; but, in general, this constitutes the list of the products 
that America in the postwar years might be able to take from 
Russia and either use immediately in her economy or set aside 
as a stock pile for a future strategic reserve. 

When one speaks of trade, one usually thinks also of com¬ 
petition and rivalry, and the question arises whether there 
are areas of potential competition as between Russian and 
American goods. Undoubtedly there will be trade rivalries, 
especially in regions adjacent to the Soviet Union, such as 
the countries of Eastern Europe, Turkey, Iran, and China. 
It is my opinion that all America can reasonably ask in this 
connection is a fair field and no political discrimination 
against her exports. This means of course that we really have 
an economic interest even in the kind of political policy the 
Soviet Union pursues toward her border states, both in 
Europe and in Asia. In the past, when a region had been 
absorbed into the Soviet Union, it usually happened that in¬ 
dependent foreign trade in that region just stopped. A closed 
door banged shut most emphatically. Outer Mongolia, for 
example, was at one time considered a part of China. It is 
a very large, but sparsely populated area in the northwestern 
part of China which produces wool, hides, and similar raw 
materials, because the inhabitants are mostly pastoral no¬ 
mads. Since the early twenties Outer Mongolia has been to 
all intents and purposes a part of the Soviet Union and no 
foreigners have been allowed there for trade or any other pur¬ 
pose. It has been a closed country. 


This experience makes it clear that it would be to our eco¬ 
nomic advantage if there were no further Soviet political ex¬ 
pansion. In other words, it is of economic importance to us 
that the Soviet Union shall not push her boundaries beyond 
the point which she has already indicated she intends to go. 
We must at least hope that there will be an “open door” in 
Turkey, Iran, Rumania, Poland, and similar countries. Of 
course, the real test on that question can only come after the 
end of the war, at least as regards countries like Rumania, 
Bulgaria, Yugoslavia, and Hungary, which have been occupied 
by Soviet armies in the course of military operations against 
Germany. Only after the war will we be able to determine 
whether these countries will be free to form their own gov¬ 
ernments and their trade connections between the West and 
Russia or whether they are going to be transformed quite 
definitely into Soviet protectorates. In the latter case, judging 
from the past, we can expect to find formidable political 
barriers placed upon our trade in all these states. 

Ill 

In considering the future of Soviet-American economic re¬ 
lations, it must be recalled that, in the Soviet Union, foreign 
trade, like every other economic activity, is a state monopoly. 
This monopoly operates in the form of a centralized govern¬ 
ment corporation. The Soviet Government annually draws 
up a budget of the most essential imports and distributes its 
orders accordingly. Through state agencies in foreign coun¬ 
tries, it also tries to promote those Soviet exports which are 
the only means of paying for the desired imports. Soviet cur¬ 
rency is of course quite worthless in international exchange. 
It is currency purely for internal use, the law prohibiting 
any one from taking a Soviet ruble either into Russia or out 
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of Russia. Nor does Russia’s participation in the Bretton 
Woods Conference indicate any change of policy toward her 
own currency. Despite the fact that one of the professed aims 
of that conference is to restore the free exchange of national 
currencies, I do not think there is the slightest possibility 
that Soviet money will ever be freely interchangeable with 
other currency because such a policy is contrary to an estab¬ 
lished institution of Soviet economy. Consequently there is 
no possibility of international cash transactions involving 
exchange of goods or services based on the free interchange 
of Soviet and other national currencies. 

My belief is that we shall have the same system in the 
future as in the past. The Soviet Government will pay for its 
imports with the export of goods and services, no doubt getting 
a certain amount of commercial credit to tide it over certain 
situations. 

The fact that the Soviet Government maintains this trade 
monopoly occasionally raises the question whether it is pos¬ 
sible for a private business to compete with it. In the United 
States the question is sometimes asked whether, in dealing 
with Russia, it would be necessary to have some kind of state 
organization of foreign trade on our own part to counter this 
vast Russian monopoly. After all it is fairly obvious that when 
the government controls all the trade and, over and above 
that, all the production, labor, and the human and material re¬ 
sources of a vast country, it has immense power in its foreign- 
trade relations. The fact is, of course, that it is theoretically 
possible for the Soviet Government to flood foreign markets 
with goods sold at very low prices and recoup its losses out 
of the general workings of the Soviet state economy. Unlike 
a private business firm, the Soviet trade monopoly does not 
have to consider costs and profits if it does not wish to. Some 
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writers, taking note of this fact, have in the past written much 
about the possibility of Soviet dumping and the ' Red trade 
menace. 

There are, however, at least two reasons why I do not think 
it necessary to lie awake at night worrying about the situation. 
In the first place, it is certainly not to Russia s ultimate in¬ 
terests to sell her products at unduly low prices. The primary 
Soviet interest in foreign trade is to get as much foreign ex¬ 
change as possible in order to replenish supplies of machinery, 
equipment, and the few essential raw materials that Russia 
does not herself produce. Hence Russia would defeat her 
own purpose if she embarked on a policy of world-wide dump¬ 
ing. Secondly, and equally important, is the fact that, as a 
result of the devastation of the war, it will be a long time 
before there will be anything remotely approaching a surplus 
of Soviet products for export. 

The fact is that the prime difficulty in connection with 
Soviet trade with America and with the outside world is not 
the likelihood that Russia will go out on a tremendous cam¬ 
paign to undersell everybody else and conquer all the markets 
in the world; it is rather that she will just not have very much 
surplus to offer and for that reason will represent a rather 
limited market for the outside world. I* or at least a decade 
after the war, a great deal of elementary reconstruction will 
have to be undertaken especially in the Ukraine where the 
devastation of war was the greatest. In that period it will be 
physically impossible for the Soviet Government to build up 

any very huge export surplus. 

For these reasons I doubt that it will be necessary to put 
all our economic dealings with Russia under state manage¬ 
ment. Very likely in the future, as in the past, it will be pos¬ 
sible for American business corporations, which have goods 
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that Russia needs, to carry on a profitable business. At the 
same time it should be reiterated that it would be a mistake 
to pitch these expectations too high or to imagine that Soviet 
trade will be a cure for any very large part of our possible 
postwar unemployment. For that cure we should rather look 
much more to domestic development and perhaps to trade 
connections with Canada and South America and not set too 
great expectations on a huge flow of trade with the Soviet 
Union. 


IV 

Another question sometimes raised about our possible eco¬ 
nomic connections with postwar Russia relates to Soviet com¬ 
munism. Is this likely to be an obstacle to normal trade 
exchange and in what way? 

My opinion is that the erstwhile missionary zeal to spread 
communism as an idea has considerably abated in Russia. 
The Soviet Government is not likely deliberately to prejudice 
good trade relations by using its trade missions to smuggle 
into this or another country some “crackpot” with a scheme 
for communizing the country or to engage in some form of 
social or political agitation. That rather infantile phase of 
Russian revolutionary propaganda is over; hence I do not 
believe that communist propaganda, in the commonly ac¬ 
cepted sense of the term, is likely to pose a very serious prob¬ 
lem for the future. In the early period of the Soviet regime, 
often for lack of an alternative, the Soviet Government sent 
abroad people who knew more about Marx than they did 
about manganese or whatever it was they were supposed to be 
selling. In the future, however, Stalin is likely to choose pretty 
hardheaded business executives, who will bargain shrewdly, 
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try to sell at the highest price and buy at the cheapest price, 
and behave as do businessmen from any other country. 

At the same time there is, I believe, a political danger in 
our future economic relations that will continue at least until 
Soviet aims in foreign policy are clarified to a greater extent 
than they are at the present time. Field Marshal Smuts, the 
Prime Minister of South Africa and one of the most acute 
senior statesmen of the British Empire, has spoken of Russia, 
not I think with undiluted enthusiasm, as the new "colossus” 
on the European Continent. In a rather interesting speech, 
delivered about a year ago, he made the point that in the im¬ 
mediate future there will be no balance in Europe and no 
check on expansion of Russian power, either in Europe or in 
Asia. I believe that there is a possibility of an abuse of this 
tremendous power that Russia will certainly have after Ger¬ 
many and Japan have both been knocked out; and that cal¬ 
culation cannot be dismissed. Already it is clear that Soviet 
policies toward Poland, the Baltic States, and Iran are not 
hopeful regarding respect for the sovereign equality of peace- 
loving nations. Hence, while I do not believe that we need 
unduly concern ourselves with the bogey of communist propa¬ 
ganda, grave political difficulties may well arise as a result of 
Soviet expansion policies, based on political ambition rather 
than on promotion of communism as a doctrine. 

In determining our trade policy toward Soviet Russia, we 
cannot leave this disturbing possibility out of consideration. 
As I have already indicated, the acid test of Soviet intentions 
will come after the war is over. Then we shall see just how 
much sovereign equality Poland, Rumania, Jugoslavia, Bul¬ 
garia, and other countries, within what seems to be a pretty 
strong Soviet sphere of influence, really possess. \\ e can then 
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determine whether they are going to enjoy just a formal, 
friendly relation toward their powerful neighbor Russia, or 
whether they are going to be turned into thinly camouflaged 
Soviet satellite states. 

In our discussions of Soviet-American relations, the ques¬ 
tion of the ultimate liquidation of the lend-lease account is 
still raised. According to the official American report, our 
lend-lease shipments to Russia as of June 30, 1944, broke 
down as follows: 714 million dollars for ordnance and am¬ 
munition; one billion, 100 million dollars for aircraft and 
parts 5317 million dollars for tanks and parts; and one billion, 
728 million dollars for industrial materials and products. In 
addition we sent over a billion dollars’ worth of agricultural 
products, including over three million tons of food. In the 
food shipments there were a half million tons of wheat and 
flour, 510 tons of canned meat, 356 tons of vegetable oils, and 
62 thousand tons of canned and dried milk. We also shipped 
to Russia 300 thousand trucks and other military vehicles, 
over eleven thousand airplanes, 339 locomotives and 1,640 
flatcars, 934 thousand miles of field telephone wire, and 325 
thousand field telephones. Half of all the supplies for the ad¬ 
vancing Red Army in its offensives of the last years were 
being carried in American lend-lease trucks, according to es¬ 
timates of the United States Army observers. Hence the 
American contribution to Russian victory in the economic 
field has been a substantial one. It was acknowledged by 
Marshal Stalin himself on one occasion when he admitted 
that without the American industrial production the war 
could not have taken such a favorable turn as it did. But the 
liquidation of this lend-lease debt need not trouble us long; 
for I do not believe that any part of this large export of goods 
for war will ever be paid back. Indeed under normal conditions 
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it would be impossible for Russia to repay the lend-lease debt. 
The prewar annual average of Russian exports to the United 
States was about 25 million dollars. At that rate it would take 
Russia about 240 years to pay back even the six billions of 
lend-lease materials sent her up to June 1944- 

V 

Another question, often raised, which relates to our future 
economic policy toward Russia is whether America should 
deliberately support a continuation of Russian industrializa¬ 
tion by export of heavy machinery, technical skill, and capital 
investment. The answer to this question falls into two distinct 
categories, economic and political. From the purely economic 
standpoint, I think it would be very stupid, shortsighted, and 
futile for us to try to stop the Soviet trend toward industrial¬ 
ization. Obviously, the Soviet Government is bent on making 
Russia a major industrial power. During the thirties it made 
tremendous progress in quantity industrial production, al¬ 
though in matters of quality and efficiency Russia was still 
considerably behind the economies of the \\ est. lhe war and 
the temporary occupation of a large part of European Russia 
by the Germans has of course inflicted serious industrial 
wounds and set the clock back ; but there is no question that, 
as soon as the war is over, the Soviet Government will carry 
forward this same policy of expanding its industrial produc¬ 
tion. In any case it is always a shortsighted economic policy 
for us to try to stop any country from increasing its industrial 
output, because experience shows that our best trade usually 
is with countries that have reached a sufficient stage of edu¬ 
cation and technical skill to become industrialized. In the 
process of industrialization such states have acquired wider 
wants and better means of satisfying those wants than primi- 
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tive agrarian countries which may import a few textiles or the 
equivalent but are too poor to figure very largely in world 
trade. 

Hence on the economic side, I would say that there is 
absolutely no reason whatever why we should not sell to Soviet 
Russia all the heavy machinery that she is in a position to 
buy. In such trade, moreover, the Soviet system of public 
monopoly of foreign trade has an advantage. This advantage 
lies in the fact that every Soviet order has the signature of 
the Soviet Government on it. We know from experience that 
it is harder for a government to go bankrupt than for an in¬ 
dividual firm; and the fact is that the Soviet Government has 
never defaulted on any commercial order that it has placed 
abroad. It repudiated all the debts and confiscated all foreign 
property at the time it came into power; but, since it began 
to develop foreign trade, it has always honored its own obliga¬ 
tions. I see no reason to suppose that it will not do so in the 
future. 

If we should also attempt to aid Russian industrialization 
by exporting our technical skill we should be pursuing prece¬ 
dents already established. American and German engineers 
and technicians played a pretty big part in Russia’s industri¬ 
alization in the early thirties. Later, Russia, partly for rea¬ 
sons of national pride, partly for reasons of military security, 
gradually dispensed with foreign advisers; and very few 
remained in Russia at the time the war broke out. But if an 
individual American engineer or technician can make a con¬ 
tract with the Soviet Government satisfactory to himself, I 
certainly see no reason why he should not do so. 

Capital investment is another matter because experience 
has shown that the Soviet system is not one where foreign 
capital can be very easily invested and yield a profit. The mere 
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problem of currency exchange was a great difficulty in that 
connection. Moreover, there is the cardinal fact that the whole 
production economy is collectivistic and private investment 
of capital has little opportunity in the Russian future. All 
the concessions that were granted foreign capital were liqui¬ 
dated in the early thirties and I doubt that experiment will 
be resumed. 

The only question mark in any policy of ours to foster in¬ 
dustrialization of Russia is, of course, the political situation 
previously referred to, which I sincerely hope will not come 
up. It is the possibility that Russia will have insatiable politi¬ 
cal ambitions and really threaten the future of world peace. 
In that case, the same issue will arise that was discussed so 
hotly in connection with Japan and with Germany before the 
war: Should we strengthen the economy of a country that is 
highly militarized and that seems to be aiming at something 
close to world conquest or domination of Europe and Asia ? 

I hope very much that, after the war, Soviet policy will be 
animated by the ideals of the Atlantic Charter and the Four 
Freedoms and that there will be no imperialistic trend in 
Russian policy. If, as some of Russia’s leaders have indicated, 
she is willing to settle down and develop her enormous terri¬ 
tory and improve the standard of living of the country, then 
I believe there will be great willingness in America to coop¬ 
erate and to build up stronger trade, cultural, and technical 
relations. We shall meet Russia halfway and more than half¬ 
way in such a case. Inasmuch as the Soviet Union and the 
United States will emerge from this war as the two strongest 
powers in the world, we must hope that such will be the trend 
of future Russian policy. We must hope that we will come to 
know Russia better, that Russia will come to know us better, 
and that, within the limits imposed by certain characteristics 
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of the Soviet economic system, we shall have mutually ad¬ 
vantageous trade relations as far ahead in the future as we 
can see. 


E. C. Ropes : 

Possibilities for Reciprocal Trade 

I wish to make it clear at the outset that I am not speaking 
officially for the United States Government or for the Depart¬ 
ment of Commerce . 1 1 believe, however, that on the basis of 
my twenty years’ experience as Russian specialist in that De¬ 
partment, which is specifically charged with the economic, 
rather than the political, relations with foreign countries, I 
may have some answers to questions relating to Soviet- 
American postwar economic relations that may be of interest 
and perhaps of value as guides in postwar thinking. 

I 

The prospects for mutually profitable economic relations 
between the United States and the Soviet Union after the war 
seem to me very bright, especially after the record of our re¬ 
lations as allies during the war, relations which are continuing 
in the present and will continue until Japan is finally humbled. 
These relations include not only the exchange of goods, but 
also the exchange of personal services. In trade, the Soviet 
Union, while not one of America’s large customers, has in at 
least two prewar years provided certain industries in the 
United States with orders, when no other customer of the size 
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was in sight. These orders may well have made the difference 
between closing up and continuing in business. And while 
there has been great variation in the character of our exports 
to the U.S.S.R. over the prewar years, there has also been a 
continuity in Soviet orders to certain manufacturers which 
provided them with a backlog to keep their business fires 
burning. 

Exports of goods, however, were not the only connecting 
link between the two countries: there was also the export, or 
rather the loan, of our engineering and technical talent, of 
men skilled in, and representative of, our best modern in¬ 
dustrial techniques, developed by native genius and capacity 
for adaptation. These men proved admirable supplements to 
the American machines and equipment installed in many 
Russian key industries. As a result of this combination, it 
is not too much to say that almost all the newer industries in 
the Soviet Union are American in their most important char¬ 
acteristics. Among these are the coal industry, the steel in¬ 
dustry, many chemical plants, the electrical industry, the oil 
industry, tractor and automobile plants, tire plants, railroad 
transport, and highway construction. Also included is build¬ 
ing construction of all types, in which the Russians have 
proved themselves apt pupils not only in the use of modern 
materials and machines, but also in acquiring our methods 
and speed in putting up factories and housing in their war¬ 
time expansion and reconstruction. 

But trade has not all been one way: Russian and Soviet ex¬ 
ports of many kinds have long been staples in our markets, 
though never in the quantities that should have flowed to us 
direct instead of through intermediary countries. I- urs, linens, 
and caviar are familiar to all as coming from Russia; but 
there are many other products, at least two hundred, of which 
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Russia before the Revolution, and the Soviet Government 
since, have been important suppliers for over one hundred 
years. 

The kind of friendly, mutually beneficial trade relations to 
which I look forward after the war, on the basis of what has 
occurred before and during the war, include an increase on 
both sides of the ledger, in our exports and our imports. 
Already there are rumors of Soviet orders running into the 
billions of dollars, and calling for almost every kind of Ameri¬ 
can export product, except foodstuffs, that we are willing and 
able to allocate to the Soviet Union. For it must be remem¬ 
bered that for several years after the war, and even before 
Japan has received her quietus, almost every country in 
Europe, including England and the Soviet Union, will simul¬ 
taneously attempt to buy American machines and goods of 
all kinds. This will at once bring us face to face with the prob¬ 
lem of satisfying our own home requirements, as we have 
always done in the past, and also helping other countries 
recover. As to the U.S.S.R.. we read of contracts signed with 
the International Telephone and Telegraph Company to 
modernize the Soviet communications system; with the Du 
Pont Company for the manufacture of synthetic rubber; with 
the General Electric Company and the Newport News Ship¬ 
building Company for nine huge turbogenerators for the 
Dnieper River hydroelectric station; and many other similar 
contracts are probably in the making. Groups of Russians 
have been and are in this country visiting and inspecting our 
railroads, our coal mines, and our many large building proj¬ 
ects, to get pointers on how to improve and expand their own 
industries and transport with our machines and our ideas; 
and that is only the beginning, I am sure, of their attempts to 
learn from us. 
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Similarly, I believe that after the war there will be a desire 
on the part of many American importers to investigate the 
Russian market for goods that they can sell at a profit in the 
United States: large quantities of well-known lines, and at 
least trial quantities of many others. Russian linens, properly 
made and styled, will find a ready sale; Russian metals, such 
as manganese and chrome, we need in our steel plants ; Rus¬ 
sian fish, smoked, salted, or fresh, is a luxury here, but need 
not be, if quantities are increased and prices lowered. And 
there are today in Moscow buyers representing seven Ameri¬ 
can fur houses, selecting the best skins for the American 
market. 

The question has been raised of possible conflict between 
American foreign traders and Soviet agencies anxious to buy 
and sell in overseas markets. In my opinion, there is little 
likelihood of friction in any area of the world or commodity 
market, if we do not expect to monopolize and are prepared 
to compete. In our own lines of mass-produced manufactured 
articles we shall have no competition from the Soviet Union ; 
and in most other commodity markets we and the Russians 
must follow world prices. The Soviet Union will naturally 
have certain trading advantages in countries along her bord¬ 
ers, in Europe and Asia, as does the United States in South 
and Central America and in Canada. It is, of course, the hope 
of our Department of Commerce that in the postwar world 
there will be enough foreign trade to absorb all the exportable 
surpluses of all the industrial countries; and, if that hope is 
even half realized, the Soviet Union will be one of our most 

valued customers, and never a rival. 

Let us bear in mind that, in the opinion of most students 
of future developments in the Soviet Lnion, it will take 
twenty-five years at least for that country to heal her wounds 




and carry out her postponed plans for exploiting her immense 
natural resources and raising the standard of living of her 
growing population. Soviet exports have always been regarded 
by the Moscow Government only as a means of paying for 
the goods that it cannot manufacture and must import. An 
obvious corollary to that guiding principle is that Russian 
goods will always be sold at the highest price obtainable, in 
order to acquire funds to pay for imports. “Soviet dumping,” 
therefore, if it ever occurred, may be ruled out in the future. 
But the Soviet orders abroad will continue for many years, 
as the purchasing power of the Russians grows and their needs 

expand. 

II 

It is well known that foreign trade in the Soviet Union is 
a monopoly of the Government, which handles all exports 
and imports through the Commissariat for Foreign Trade. 
But the mechanism bv means of which that Commissariat 
manages its sales and purchases in foreign markets is not so 
well understood by the general public. This mechanism, estab¬ 
lished in the early thirties, has been refined and made more 
efficient over the years, and has functioned smoothly under 
the pressure of war, when purchases in the United States, 
England, and Canada have risen into the billions of dollars. 
A series of Soviet corporations was set up, which specialized 
in exporting or importing (or both) a specific list of related 
commodities on a monopolistic basis. Thus, the Exportkhlcb 
exports grains and other agricultural products, and imports 
rice, meats, etc.; the Exportlcn exports flax and hemp, and 
products of these materials; and so forth. Through these 
agencies, exports and imports are channeled to Soviet foreign 
agencies. The foreign agency in the United States, in peace- 
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time, is the Amtorg Trading Corporation, again a monopo¬ 
listic agent, with its stock held in Moscow. The Amtorg sells 
Russian goods for the export “combines’ and buys on order 
from the import agencies. It is itself responsible for shipping, 
inspection, and eventual collection and payment. The actual 
operation of this mechanism ensures the proper distribution 
of Soviet products in the world markets, and the pfoper selec¬ 
tion of goods needed in the Soviet Union, in accordance with 
an over-all plan for industrial development, and an over-all 
financial plan. The latter ensures that the value of imported 
goods shall not exceed the value of goods exported. As in¬ 
surance against risk of inability to pay for imports in goods, 
there is always the Soviet Government gold reserve, of un¬ 
announced value, but estimated to run into billions of dollars. 

It is obvious from the actual operation of this mechanism 
for foreign trade that there is no need for an American monop¬ 
oly to handle the American end of Soviet business transac¬ 
tions. American buyers and sellers alike have readily adapted 
themselves to the Russian trade monopoly system. The 
Russians have learned our ways and we theirs, and found 
them not to differ in fundamentals. In the twenty years of its 
operation, the Amtorg has had practically no serious disputes 
over its transactions, and the arbitration clause in its con¬ 
tracts has seldom been invoked. True, it was necessary during 
the war to set up an American Government agency, the Lend- 
Lease Administration, to funnel Russian orders down to our 
manufacturers, and to allocate materials, shipping, and our 
other contributions to the Allied war effort, in order to place 
our weapons, machines, and other products where they would 
be most effective in our global strategy. But in postwar years 
there is every reason to expect a return to peacetime methods, 
which have functioned so well, and a re-establishment of those 
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close contacts between American and Russian buyers and 
sellers which made our trade run so smoothly during the 
interwar period. In fact I talk almost daily to American busi¬ 
nessmen interested in buying from or selling to the Amtorg, 
as the representative of Soviet selling or buying agencies. The 
contracts I mentioned earlier were, I have reason to believe, 
negotiated in the United States, though of course with the ap¬ 
proval of Moscow; and, in my opinion, they are merely the 
precursors of many more, especially when access to Moscow 
again becomes possible for the average businessman. 

Nor need the difference in ideology between the two coun¬ 
tries interfere in the smooth working out of our business re¬ 
lations. Perhaps the Russians that come over here are mem¬ 
bers of the Communist Party; I do not know. Nor do I care, 
if they are honest in their dealings, accurate in their payments, 
and not interested in overthrowing or even changing our eco¬ 
nomic system. On all these points I feel I can offer reassur¬ 
ance, after twenty years of experience, often very intimate, 
with the Americans and Russians actually transacting the 
trade between the two countries. It is with confidence based 
on that experience that I look forward to a revival of normal 
business after the war, and, as I have said, to an increase of 
that business in both directions. I believe Premier Josef Stalin 
and Mr. Eric Johnston have both voiced the same expectation, 
on the strength of the same evidence on which I base my hope. . 

Ill 

What now are some of the economic hurdles that may have 
to be cleared before trade currents between America and the 
Soviet Union can flow smoothly? One of these is the Lend- 
Lease Act, which expires, under the present law, on June 30, 
1945. This Act authorizes the L'nited States to supply to our 
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Allies, as part of our own war effort, goods and materials 
needed by them in their own fight against the common enemy. 
The extension of this Act beyond its expiration date is a ques¬ 
tion that Congress has not yet decided; its prolongation or 
abandonment is therefore still a moot question, and can 
hardly be discussed, until we know more than we now do 
about the probable progress and end of German resistance. 

But, as we are primarily interested in postwar trade, this 
fact need not deter us from discussing the manner in which 
that trade will be carried on. All Soviet spokesmen, and all 
the prominent Americans who have recently visited the 
Soviet Union, agree that there is only one way in which that 
country can obtain the tremendous quantities of machines, 
materials, and goods needed to enable the Russians to reha¬ 
bilitate their wrecked industry in the South and West, to re¬ 
build their shattered cities and farms, and to restore the 
national economy within a decade to the point at which it 
stood in 1938. This is by selling to the Soviet Union on credit, 
and waiting for some years for the repayment of the debt that 
will result. 

Lest there be instant objection to these sales on credit from 
those who remember our foreign loans after the First World 
War, and the deplorable record of the debtor countries, par¬ 
ticularly Germany, may I point out that selling on credit to 
the Soviet Union is a loan, or rather a repayable advance, 
of money that will be spent in the United States for machines, 
equipment, and for goods and materials made in American 
factories and mills or grown on American farms. It will be 
American companies, workers, and farmers that will receive 
that money for the products of their plants, mines, and farms. 
We should therefore be loaning the money in a way that 
would directly benefit us, and help us maintain the high level 
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of employment that every one regards as necessary to keep 
the American standard of living high. Some students in inter¬ 
national economics believe that a high rate of employment 
can be maintained only if, in addition to satisfying our own 
domestic needs, we increase our exports to foreign countries 
from the prewar average of ten per cent of our total produc¬ 
tion to a much higher figure. I cannot undertake to argue 
that question now; it is too broad and has too many angles 
and facets. But to keep employment high will certainly be 
easier if we have foreign customers ready to buy from us any 
surplus of products that our industry and agriculture can 
turn out, a surplus that may easily prove embarrassing if we 

cannot thus dispose of it. * 

In this connection it is interesting to note the trend of the 
current discussions concerning the patterns to be followed 
in setting up credits for foreign countries to be spent in the 
United States after the cessation of hostilities. It seems to be 
universally acknowledged that the only way to enable Great 
Britain, the ravaged countries of Europe, and the Soviet 
Union to restore their shattered economic life is to advance 
large amounts of American credit. The United States is prac¬ 
tically alone among the industrial countries of the world that 
will be able to reconvert quickly from production for war to 
production for peace. Given financial assistance, a dozen 
countries will bid for the machinery and goods that they need 
to restore their industries and satisfy the pressing require¬ 
ments of their impoverished peoples. 

A number of countries have gold, some seventeen billion 
dollars in all. but few of those who need help most wish to 
spend their last reserves; and we prefer goods to gold our¬ 
selves. having some twentv billion dollars of the latter already. 

Several different methods have been suggested to make 
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available credits amounting to as high as ten billion dollars. 
One is by government guarantee of purchasers’ bills or ac¬ 
ceptances. Another is insurance of the seller by the govern¬ 
ment against inability or refusal to pay on the part of the pur¬ 
chaser. A third is in the form of a loan by the Reconstruction 
Finance Corporation to the American firms, a part of the 
security being the foreign order. And a fourth, so far the most 
popular and already presented to Congress in the form of a 
bill, is to increase the loaning power of the Export-Import 
Bank of Washington from its present 700 million dollar maxi¬ 


mum to three or five billion dollars. 

It is obvious that five billion dollars of Export-Import 
Bank money, carefully handled as a revolving fund, could 
cover over these years a good deal more than that amount of 
business as payments fell due and were reloaned. A conserva¬ 
tive policy on the part of this bank, which has always operated 
at a profit, can guarantee that no wildcat loans will be con¬ 
sidered. Moreover there would probably be some kind of 
guarantee demanded of, and given by, the government of the 
country concerned, thus eliminating risk of default by an un¬ 
supported foreign firm or municipality that asked for the loan. 

It is understood that when the world bank discussed at 


Bretton Woods begins functioning, there will be no pressing 
need for American credits to facilitate foreign purchases, 
which would be guaranteed or insured by that bank; but 
until that time, American Government loans will be needed 


to enable the countries concerned to resume business as usual. 
England has long had her own export-credit guarantee fund. 
Canada has recently set up a 300 million dollar fund for the 
same purpose ; and Sweden is now shipping goods to the Soviet 
Union on a credit set up in 1940, but not utilized heretofore 
because of the impossibility of delivering the goods. 
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There is also, of course, the possibility of large private 
credits, like that for ioo million dollars, recently set up by a 
group of New York banks to facilitate the purchase of Ameri¬ 
can goods by the Netherlands. But when it comes to loans of 
billions, only the American Government can handle them, 
whether they be to Yugoslavia, Greece, Czechoslovakia, the 
Soviet Union, or to some other country. 

In making loans to the Soviet Union I should like to point 
out that we are placing confidence in a foreign country with 
an unbroken record of accurate repayment of its debts in¬ 
curred abroad. The list of countries that have trusted the 
Soviet promise to pay is a long one; there is no record of 
default. But in addition to this proof of character, the Soviet 
Union can offer the greatest natural resources of any country 
in the world, a reserve of capital that constitutes the security 
for many more billions than the Soviet Union is likely to 
borrow. 

In the Commerce Department we like to stick to figures 
and facts, and, in considering the capacity of the Russians 
to pay a future debt to us, we have “looked at the record.” In 
a series of prewar years, when Soviet industry was devoted 
to peacetime production, and agriculture and mining were 
producing a surplus that could be spared, the Soviet Union 
exported goods valued at an average of over 500 million dol¬ 
lars a year. During the war, both Soviet industry and agri¬ 
culture have expanded rapidly in the unoccupied areas, 
enabling the Russians to turn out a quantity of war material 
that has amazed the world and overwhelmed the .Germans; 
and our assistance through lend-lease, while important in 
many fields and decisive in some, was only some ten to fifteen 
per cent of the total of all Soviet production for the war. Bear 
in mind that Soviet orders in the United States after the war 
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will be chiefly for production goods, which will increase the 
capacity of the country to produce to pay its debts. If neces¬ 
sary, the Russian people will tighten their belts as they did 
in the thirties when they owed 1.5 billion dollars to Germany 
and other countries; and they can do it again, if the factories 
and machines, the tractors and automobiles, the mining and 
road-building equipment that they buy from us give them 
hope of reaching in a few years a scale of comfort and culture 
they could not afford otherwise or so quickly. 

A final question growing out of what has just been said is 
whether in aiding Russian industrialization we are not there¬ 
by reducing our own prospect of markets abroad. That ques¬ 
tion has long since been answered by our experience, not with 
czarist Russia or the Soviet Union, but with other countries, 
namely, England, France, Germany, and several South Ameri¬ 
can Republics. As a country becomes industrialized, increases 
its production, and raises its standard of living, it becomes a 
large customer for the industrial products of the more ad¬ 
vanced countries. England is a notable example of a country 
that has grown wealthy by helping backward countries de¬ 
velop their resources and grow more prosperous. It seems safe 
to anticipate a similar result in the case of the Soviet Union, 
with her uncounted resources, her energetic and upward- 
striving people, and her very obvious desire to "reach and 
overtake” the United States in all phases of our civilization 
that the Russians admire and wish to emulate. Judging from 
the record of our industries and our farms during the past 
three years, the Russians will require many years to reach 
their goal; for I believe we shall ourselves constantly raise our 
sights, and lift our average standard of living still higher. Hut 
we can surely help them on their way for the reasons and in 
the ways I have indicated; and by so doing we shall benefit 
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not only them but also ourselves—and, I believe, the whole 


world. 
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ANGLO-AMERICAN POSTWAR ECONOMIC 

PROBLEMS 


William Y. Elliott: 

An American Estimate of Britain's International 

Economic Position 

At the outset, let me make clear that I am speaking as a 
professor, not as a public servant. The \\ ar Production Board 
has nothing to do or say about postwar foreign trade; least of 
all has the Office of Civilian Requirements any interest in that 
problem . 1 

An analysis of Anglo-American postwar economic problems 
must combine known facts, reasonably certain trends, and a 
little forthright playing of Sir Oracle. 

The known facts embrace the physical and human resources 
of the British and American systems as they stand today ; the 
past behavior of their markets and services to other systems ; 
the general state of a starved world-consumer market for cer¬ 
tain types of goods; notable advances in the arts of produc¬ 
tion during this war; and the previously demonstrated de¬ 
grees of diplomatic and business skills of the two systems. 

The reasonably certain trends include the exhaustion of the 
greater part of Britain’s overseas financial assets through 
financing this war; the continuation of British borrowing, to 
some extent through the Bretton Woods agreements and more 
largely and directly from the United States, to help re-estab¬ 
lish Britain’s position as a world monetary and trading 
power; the effort to write off American hopes of return on 


’The author is Vice-Chairman for Civilian Requirements of the War 
Production Board. 
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lend-lease, without consideration of putting colonial raw ma¬ 
terials into the balance as assets; a still further development 
of India and the Dominions as industrial systems; and the 
probability of a similar trend in the countries of South Amer¬ 
ica, with effects on the nature and volume of their imports 

that may be guessed but not predicted. 

But we come to what can only be called, in honesty, crystal 
gazing when we try to predict what will be the postwar be¬ 
havior of the peoples of the Empire, or of others who affect 
the Empire. And this behavior really conditions the continua¬ 
tion of any trend and may completely alter well-established 
facts. If we could be certain what effect Russia will have on 
the character of western Europe and on the hopes for a future 
stable and peaceful world order, or what will happen to the 
turmoil of China, or whether India will be likely to swing into 
the orbit of Russia, along with Iran and perhaps large seg¬ 
ments of the Moslem world, we could then discourse with 
more conviction about Anglo-American oil and raw-material 
agreements, or the future of our trade rivalries and agree¬ 
ments, or the prospects of settling difficulties between the 
two systems regarding merchant marines, airways, commu¬ 
nications, and cartels. 

I 

I have seized on this opportunity to give one of the papers 
in this interesting series devoted to postwar reconstruction to 
point a moral that I hope will not, by this time, seem as 
strange to economists as it was a few years ago: There is no 
economic problem, except that involving pure technique, that 
can be considered apart from the political problems which 
condition all human activity. It is no doubt true that the in¬ 
struments of production play a profound role in the drift of 
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all human culture. But the control of those instruments is still 
a matter of the value systems and the myths men live by. 

Whether Stalin has become a conservative nationalist mav 
be less important than what will happen in Russian leader¬ 
ship after his death or in the unpredictable effects of an over¬ 
flowing power system on that system itself: Will the U.S.S.R. 
remain centralized and highly disciplined? Will it begin to 
split off on the periphery? Will it absorb not only eastern 
Europe, but middle and western Europe, and even other areas 
in the extension of its influence and control, if not its direct 
rule? What will happen to the Russian trading system in the 
process? Will it become less centralized in order to achieve 
flexibility? Will it repeat the history of German penetration 
abroad or consolidate its hold on its own extended realm and 


for how long ? 

Really on the answers to those questions must depend the 
whole setting of Anglo-American high policy—and not alone 
trade policy. But the answers are not automatic. Suppose 
Russia does develop into a world power system to realize 
Mackinder’s bad dream of geopolitical domination of the 
“heart land” of Europe and Asia. How would the rim lands’ 
behave? Would Britain try to add to the Commonwealth 
some of the Atlantic and perhaps Mediterranean states? 
Would she go it alone in any case and wait for us to come to 
the rescue once more, as we have twice done in twenty-five 
years, when her imperial system was threatened with destruc¬ 
tion, or will she make overtures to pool her system and ours 
to balance the tremendous bulk of the Russians? 

What would be our attitude in either case ? Should we force 


the British hand in trying to get some control over British 
foreign policy, since we inevitably seem to get involved in it ? 
Presumably, Dumbarton Oaks, if it means anything, commits 
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us to a rescue operation, but it is unlikely we shall be called 
upon to undertake a rescue in order to save Russia from some 
future aggressor. On what terms do we underwrite all the rest 
with this unlimited liability-“Union Now,” economic pool¬ 
ing of assets, naval and air bases, raw materials ? 

All the answers depend on how we read the shape of dungs 
to come in relation to our policy toward Russia, and Britain s 
toward Russia, and Russia’s toward both and toward all the 
rest. No power system as formidable and as disciplined as 
Russia’s can fail to key in all the other problems to it, in large 
measure, both political and economic. That, of course is on 
the assumption that both Germany and Japan are completely 
defeated in this war and that they disappear as really effective 
power systems to balance the rest. The assumption cannot be 
regarded as certain of fulfillment as yet, but it is within meas¬ 
urable prospect of experimental verification. When we in 
America think of Russia, our usual attitude is “let us pray. 
Maybe it is the right “line.” 

II 

But if political issues will shape trade and economic settle¬ 
ments, what we know about trade potentialities cannot fail 
to have some shaping influence also on political decisions, cer¬ 
tainly on the political survival itself of the British system. 

Xow for the facts: The basic fact, often forgotten, is that 
Great Britain really lived off her capital in the whole period 
after the last war. With the exception of a few years before 
1Q29, a year in which the surplus in the balance of payments 
reached £138,000,000, there had been a continuous decline 
from 1920 to 1925 (from £252,000,000 to £9,000,000). From 
1929 to the outbreak of the war there was a considerable 
deficit on balance. From 1931 when the deficit reached £104- 
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000,000, there was only one year, 1935, in which Britain had a 
surplus. Deficits included £51,000,000 in 1932 and £55,000,000 
each for the last two years before the war broke out." 
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If one excludes specie balances altogether, it is very prob¬ 
able that Britain lost capital in her balance of payments be¬ 
tween the two wars though the basis of reckoning is a matter 
of some dispute. 

This naturally reflects itself in Britain’s ability to make 
overseas loans. In the last year before World War I (1913), 
Britain had subscribed an excess of £243,000.000 over repay¬ 
ments on past loans during that year. In the 1930’s there were 
only two years when the loan balance abroad was positive. 


2 Eric Roll. “ 
Elliott and H 


Great Britain’s Overseas Trade,” at pp. 252- 
0 Hall, The lirilish Commonwealth at War 


251 in W Y 
(New York: 


Alfred A. Knopf, 1943). 
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Sir Robert Kindersley estimated a decline in British overseas 
holdings from £3,438,000,000 in 1929 to £3,292,000,000 in 
1938. The comfortable £285,000,000 annual return from over¬ 
seas investments that Britain enjoyed as a cushion against a 
steadily rising adverse balance in actual visible items of trade 
began to drop. This was, note well, in spite of the “shot in the 
arm” of the Ottawa agreements and the very helpful effects of 
the monetary and trade controls established in the sterling 

area after 1931. 

There is no question that the trend toward the closing ot 
national systems, plus the many other factors that contri¬ 
buted to the depression following 1929, made some such steps 
as the Ottawa agreements and the sterling area 3 politically 
almost inevitable for Britain. It was tragic that these steps 
were taken just before Mr. Hull succeeded in getting sub¬ 
stantial modifications of American tariff policy and methods; 
and that they helped to push Chancellor Bruening’s govern¬ 
ment over the brink in Germany; and that they distracted 
attention from Japan's maneuvers toward World War II in 
Manchuria. They did arrest the relative loss of Britain’s share 
in world trade, but they certainly did not help to check the 

absolute decline of world trade. 

In short, Britain, even before this war, was in no position 
to rely upon the hardy old doctrines of free trade and, from 
sheer industrial strength, to allow her great domestic market 
to be the balancing factor in world trade by taking goods from 
all sources “at the market.” When short-term balances ceased 
to be able to clear through London because the British market 
would not blot up anything dumped upon it, the position of 
Britain as an entrepot and financing center was vitally 

affected. 

3 Robert Stewart. ‘•Instruments of British Policy in the Sterling Area, 
Political Science Quarterly (June 193"). 
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All this is tolerably well known, but it requires restating 
because it indicates that even before the war Britain had 
followed Germany some way down the road to a controlled 
economy. Loans were, in fact if not in law, carefully scru¬ 
tinized from the point of view of national interest, with an 
increasing percentage following trade controls within the Em¬ 
pire. Bilateralism and bargaining agreements were by 1939 
accepted policy. The weakness was not that of Britain alone. 
It was, like commodity cartels and controls and the trend 
everywhere to restrict competition, a sign of the times—and 
of the general drift toward state capitalism. Try, for example, 
to name several basic commodities in the United States where 
absolutely free competition and unrestricted exploitation 
have been a matter of fact. There are probably some but 
they do not include most important chemicals, coal, alumi¬ 
num, steel, oil, or copper; nor do they include sugar, milk, 
cotton, or tobacco. Tariff protection for the rest is accepted 
as a matter of course; and in spite of our virtuous scolding 
about foreign cartels, we are great people for subsidies, re¬ 
strictions, etc., either by government, if there are enough votes 
behind it, or by private deals, though they are no longer sanc¬ 
tified by NR A. 

Ill 

We need not, therefore, express great surprise that the dis¬ 
appearance of the greater part of British overseas invest¬ 
ments* and the acceptance of the Beveridge Plan for social 
security leave the British no real alternative but to socialize 

‘Official British estimates show about three fourths oi the total overseas 
investments as disinvested by the end of 1944 - with no end yet in sight. See 
Cmd. 6564. 1944, “Statistics Relating to the War Effort of the United King- 
dom," pages 38-40. It should be noted only slightly over £1,065,000,000 of 
assets have actually been sold. The rest of the disinvestment is British bor¬ 
rowing abroad which may be the subject of negotiation. 
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their poverty and quick assets. But let us never forget that in 
real assets they are far from bankrupt. Not only do they con¬ 
trol directly about one fifth the earths useful surface within 
the Empire and about one fourth of its population, but they 
control indirectly a great deal more. Substantially all Africa 
that is not held by British countries (if one can still call South 
Africa British) is either a sphere of influence like Egypt, or 
the spoils of war (Italian colonies), or controlled by Britain’s 
ancient ally, Portugal, or by Britain’s friends so long as they 
do not fall under the Russian shadow—Spain, France, and 
Belgium. The whole is strategically at the mercy of Britain 
today, i.e., so long as neither Russia nor the United States 

contests African interests. 

Apart from Russia, and present Axis territory proper, 
Britain controls, directly or indirectly, most of the worlds 
manganese, over half its gold production, about the same for 
metallurgical and chemical chrome, probably two thirds of 
the known oil resources (excluding the United States as well 
as Russia), most of its diamonds (industrial as well as pre¬ 
cious stones), most of its high-grade mica and graphite, and 
the overwhelming part of such other commodities as asbestos, 
corundum, true sisal, and pyrethrum, to name only a few. The 
forest resources as well as the mineral resources of the world 
fall into something of this pattern, with Britain’s imperial 
satellites, including the Dutch, bringing up the rear in com¬ 
modities like rubber and tin, kapok, quinine, etc. 

Now it is true that these raw materials, among others, 
though they are of great interest to us since they are the 
great bulk of our potential imports, are significant more in 
terms of future and developing wealth than of immediate 
manufacturing strength. But in a world where wars are not 
out of calculation, they have great importance. 
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How stable British control of India or Egypt, or of Iranian 
oil, or even of Middle Eastern oil may be, it is hard to say. 
That will depend on Russia, and perhaps on us. Certainly 
a nation of 45 million people, with about 20 million more 
whites who can be reasonably counted on in the Dominions 
(if the French Canadians may be said to be loyal to the Em¬ 
pire) cannot hold the world without our aid against a colossus 
such as Russia will be after this war. And there seems to be no 
inclination to ask for terms on which that aid might be had in 
partnership in the Empire. Rather, characteristically, the 
British continue to take our aid more or less for granted. 

But on the basis of England’s holding on to her own in the 
stouthearted fashion that she has so far made good, and per¬ 
haps adding a bit here and there for good measure, how can 
she build up balances to pay for goods, particularly American 
goods ? 

She can only do so in six or seven ways: 

1. By borrowing. Lend-lease has, of course, permitted the 
British to cut their exports during the war to about thirty 
per cent of the 1938 figure. In effect, we have mobilized our 
resources and credit to furnish or to underwrite imports that 
would enable the British to devote the rest of their industrial 
capacity to war. They have, I think, shown a natural sagacity 
in selecting those markets which they chose to continue 
supplying. 

But, even though we may continue lend-lease till the end 
of the war, and make some loans afterwards, the British will 
have to look toward mobilizing assets of their own, if we are 
to make them loans on any great scale. For financing the large- 
scale mobilization of their Empire, they will probably need 
to borrow very many billions, particularly if they are going to 
lend from London by reborrowing from us, as they hope to do 
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in setting up “regional commissions/’ like the Caribbean, with 
the British as chief commissioners. 

2. The second way to finance British postwar trade is really 
a form of borrowing, though it is dressed up in a banker s top 
hat designed in large part by Lord Keynes and started as a 
style fashion among nations at Bretton Woods. This is the 
method of joint financing of an international bank. Britain’s 
quota under the fund provided by Bretton Woods would be 
but £325,000,000 which, as my colleague, Seymour Harris, 
points out in a recent article, is no great access to additional 
resources. “This is a pittance,” he remarks, “when compared 
with the losses of $11,000,000,000 in gold, securities and for¬ 
eign exchange in four years, the $12,000,000,000 of lend-lease 
in a little more than three years, and the total adverse balance 
of payments of perhaps $30,000,000,000 in the course of the 
war. The additional resources available to the British under 
the fund are but four or five per cent of their wartime deficit 
on international account.” 1 

Perhaps Professor Harris underestimates the amount of aid 
that the British may get from manipulating the additional 
credits going to other nations, but the Bretton Woods formula 
certainly leaves them having to depend on other remedies. 
Lately, they have been exploring a little scheme outlined in 
the October 1044 number of Fortune , for letting Britain act 
as a guiding trustee lor pooling colonial and regional groups. 

3. Britain like every other nation can, of course, strive to 
build up exports by tightening her belt, i.c., bv reducing labor 
costs, by technical and other management improvements, 
some planned redistribution of effort and capital to strengthen 
the export industries, or by reduction of costs through ration- 

0 Seymour Harris. “Can Britain Afford Bretton Woods?" Neic Republic 
(November 27, 104.5V p 681. 
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alization. Professor Harris feels that this is the prevailing 

British view in regard to the right answer. 

I should very much doubt that it is the one that will carry 
the day politically. In the first place, the Beveridge Plan, even 
to the extent it appears to have won official acceptance, will 
require financing to the tune of about ten per cent of the 
national income. This is not, of course, all additional and it 
is not a net burden, but it will not help cut costs. Unless rela¬ 
tively full employment is achieved, it may well be a consid¬ 
erable drain. Nor will the Keynesian and controlled plan of 
guided public investment be a necessary offset, even if joined 
to preventing “dangerous swings in expenditure on private in¬ 
vestment” as the White Paper on Employment Policy 1 sug¬ 
gests it may be. Sir William Beveridge himself is apparently 
prepared to go as far as having the state step in and do a little 
public purchasing of distressed merchandise, with presumably 
an eye on the Russian book, or possibly on dumping abroad. 
There is a vague hint in that direction through varying rates 
of public procurement in the same White Paper in the section 
on “methods for maintaining total expenditure. But the ac¬ 
tual method chosen, as a good bet, is to vary the rate of 
employer and employee contributions with the rate of employ¬ 
ment, so that those who have work will have more to spend in 
times of growing unemployment. Repayment in bad times of 
extra heavy taxes levied in good times also gets a kind glance. 

All these ingenious schemes go far toward showing that 
British tories have once more led the way toward socialism. 
One may be sure, however, that their emphasis will continue 
to be really placed on the most hopeful scheme of all for 
building up exports, which follows : 


* New York: The Macmillan Company, 1944 . !> >8. 
1 1 bid., pp. 23-24. 
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4. The prewar history of British shifts in production, which 
followed the Ottawa agreements of 1932 and the British Tariff 
Act of the preceding year (1931), showed a marked accelera¬ 
tion of the trend toward specialty goods. Part of this trend in 
the export market had already been marked as far back as 
1900 or earlier. It was especially accentuated with the shift 
of industry from the north to the south of England after 
World War I. 8 New emphasis had to be placed on quality 
products and those which depended on the growth of patents 
controlled, in Britain, in the chemical and metallurgical fields. 
The gradual lapse from a competitive position, of Manchester 
in cheap cotton textiles for example, was made up in large part 
by the great expansion in rayon production, both in Britain 
and under British control elsewhere. Monel metal was another 
example and one among hundreds. The tariff protection which 
stimulated industries to capture the British home market un¬ 
doubtedly diversified these experiments. In the postwar pe¬ 
riod it will be on these new and ever growing products and in 
new fields like plastics that Britain will have to look for her 
chief hope of finding competitive exports. 

5. Of course, the tariff preferences of the Empire will be 
continued to the degree that England can hold them. The 
Dominions will still, in spite of some industrialization during 
the war, have to look mainly to England for a market for their 
primary products. But there will be a major difference. On 
balance both India and the Dominions will have become 
heavy creditors of England by the end of the war. They own, 
along with the Argentine and other countries supplying the 
United Kingdom with her primary imports, a very large part 

s Arthur Fletcher Lucas Industrial Reconstruction and the Control of 
Competition: The British Experiments (London: Longmans, Green and 
Company. 1937)- 
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of the more than £3,000,000,000 of blocked sterling that Lon¬ 
don must meet. 

But as Britain wishes to sell more to the Dominions than 
ever, and will have to, in order to meet increased export needs 
now that she is a debtor, there will still be a normal two-way 
pull, with the difference that Britain must keep her import 
balances down or borrow from some one, possibly the Do¬ 
minions themselves, to finance her trade. The Dominions will 
want markets for primary surpluses rather badly, and Britain 
will look to be a better risk than many other debtors even 
more close to bankruptcy. Of course, owning blocked sterling 

is itself a pull to “buy British.” 

On the other hand, both Dominion industrialists and Amer¬ 
ican as well as other exporters will view this effort to close up 
the Empire in favor of the mother country with a jealous eye. 
The Dominion industrialists will demand protection even 
against British imports—and effective protection. American 
exporters will continue probably to have mass-produced prod¬ 
ucts like automobiles and some consumer durables at cheaper 
prices and in more attractive lines. They will be aided by the 
probability that London will be hard put to regain its finan¬ 
cial ascendancy over the Dominions. The Colonial Stocks Act 
would probably still push a larger volume of Dominion loans 
into trustee securities and get them advantages of lower inter¬ 
est rates in London—if London were in a position to make 
large external loans to those to whom it now on balance owes 
money. Actually, the only hope for the City’s regaining its old 
position is for this country to help re-establish it, through 
loans to the British which they could relend. This sounds a 
bit illogical, even for the British, yet it may be tried. Anything 
may be tried—and something may work in spite of logic. 

Our own handicap in the Dominion markets is that with a 
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few notable exceptions, chiefly for Canada, their primary 
products run squarely into our own entrenched primary 
producers and farm interests. It is hard to sell people from 
whom we do not buy. But now that the Dominions have be¬ 
come creditors, if we can take more British goods, we can do 
some triangulating that will help all concerned. We can let the 
British take Dominion products and we, in turn, can get a 
larger share of the growing Dominion markets in things we 
can really supply them best and that they want, but which 
we might otherwise have to triangulate some other way. 

The new position of India is more hopeful. Her creditor 
position is the product of this war and, in no small part, of 
our lavish payments for our military in India and of our 
strategic imports and because of the way we have built up 
India with lend-lease. Her railroad system depended for its 
renovation on American equipment. But now that India is not 
under forced draft to send her produce to England and to buy 
there, American interests have a real chance. 

They will not, though, if Britain can retain control of pub¬ 
lic expenditures and put the administrative obstacles that 
have existed in the past in our way. The British do not see 
why they should throw open their rich treasure house to us 
which has cost so many British lives in past centuries. India, 
however, has a naturally complementary trade to our own, 
and could, if it were industrialized to the point of raising the 
general productive capacity through improved techniques and 
transportation, be capable of supplying increased markets 
both to Britain and to ourselves. 

6 . The British understand very well, too, that education of 
scientists and engineers in England is more than a matter of 
sentiment. Men work with what they have been trained. 
British specifications are often more potent, because of their 
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very peculiarity, than tariffs in getting contracts for certain 
equipment. But the lend-lease materials we have furnished in 
this war and our production of the most delicately tooled air¬ 
craft engines on a mass scale have shaken the British compla¬ 
cency and the world's acceptance of the theory that one must 
“turn to Britain for finest quality workmanship.” 

It is not just tourists and services and invisible items that 
go into trade balances; it is reputation. And lend-lease has 
built a powerful reputation, worldwide, for American prod¬ 
ucts. It has been bought, it is true, at a staggering price—but 
it is after all measurable in a feww years’ actual production. 
These are imponderables or intangibles, but they are nonethe¬ 
less very real factors in the British worry over the passing of 
the “supreme quality” legend. 

7. Finally, what of the merchant marine of Britain ? Has it 
too yielded supremacy on the seas, as the navy has, to the 
United States? It is much too early to tell. Certainly without 
heavy subsidies, we cannot pay wartime wages and bonuses to 
our postwar seamen and compete with Britain, Norway, and 
the rest. For a while we shall have the best fleet. If the Pacific 
war lasts long enough, we shall have a fast modern merchant 
fleet, built for war to take the place of the old “Liberties. ’ 
There is apparently a willingness to turn the latter over for 
tramp shipping to any and all comers, including the British, 
just as we should be delighted to sell all the surplus planes or 
junk them, since operating costs on the newer models will be 
so much lower, and we want to keep building. 

A merchant marine is no longer a luxury to us. We need even 
tramp shipping to fill it out. It is a very expensive but neces¬ 
sary adjunct to a navy. We are determined to keep a navy, and 
I hope a modern one that will not be allowed to become obso¬ 
lescent. The robot bombs and the rockets which are coming 
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into play, thank heaven, very late in this war, make people 
exclaim over how different the next one will be, probably. But 
no nation in its right mind will junk a navy yet for awhile. 

Once again, politics and strategy may govern economics to 
the distress of the British. A merchant marine for the United 
States may not pay dollar dividends, and yet be necessary. 

IV 

How much will lend-lease be a factor in our postwar rela¬ 
tions with Britain ? Very few people appear to see any possi¬ 
bility of collecting anything from lend-lease, beyond possibly 
some bases and concessions here and there about air lines. We 
are the most remarkable country in the world when it comes 
to shouldering a debt running toward $300,000,000,000 of 
which perhaps a seventh may be due to lend-lease by the end 
of the war. We shall have restored the French, the Belgians, 
the Dutch, and the British, and kept the Portuguese in busi¬ 
ness all over the world. Yet beyond some talk of taking over 
the Japanese-mandated islands in the Pacific, there has been 
little public notice given to any offset for the tremendous ex¬ 
penditure we have put forth. No one seems to think that the 
assets of this war, the world’s great reserves of strategic mate¬ 
rials and as yet unexplored possibilities for more, are matters 
that we ought to ask to have put on the table at a general 
settlement. 

But why not? Apart from the argument that each did his 
best, and that there should be a complete pooling of resources 
—which would also lead to some examination of the respective 
degrees of danger of destruction involved, and perhaps also a 
pooling of the colonial assets at least—the usual argument is 
to claim that we have sacrificed least in life and suffering and 
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should pay most in treasure. This argument can become end¬ 
less and is not very useful in any case. Let me simply raise 
some questions that deserve examination: We can probably 
never be repaid for our expenditures under lend-lease except 
in some terms of pooled control over resources. We are so little 
imperialist as a nation that at least our public policy has never 
been willing so much as to consider this. We may go too far in 
not even protecting our manifest national rights. But there 
will undoubtedly come a time when subsequent generations of 
Americans facing less bountiful, and, in many cases, sadly 
depleted resources, may well ask what we were thinking about 
—if we were thinking. Is not the least claim that we can make 
some equity control, through perhaps voting trust shares in a 
top holding company control for policy purposes, of the basic 
strategic materials in these empires, especially the British? 
This war has shown us to be very dependent upon these mate¬ 
rials for our national safety. 

If we could settle the lend-lease aspects of the matter along 
these lines, we might find a commodity basis for very substan¬ 
tial postwar loans to Britain, as well as to others including 
Russia. One way is to participate directly in equity ownership 
of capital shares in the companies operating the resources. 
There is, for example, no reason why we should not go into 
Iranian or Middle Eastern oil with our eyes open, if we go in 
at all, and ask for a definite governmental share as a method 
of underwriting loans. The British Government owns such 
shares now; and without our joint support this area, impor¬ 
tant as an oil area for both our navies and our airlines, may' 
well be at the disposal of governments under other domina¬ 
tion. We shy from this now, but why should we furnish Russia 
with all the rehabilitation material she is asking for the next 
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ten years, if Russia should be playing an imperialist game. 
And if we are going to get into it—as in my view we must—we 
should do it through means subject to diplomatic control. 

That is one way of making loans—against direct colonial 
assets. Quite sizable sums could be put up if Britain needs 
them enough. And in the long run, this participation by the 
United States as a sort of silent economic partner in the de¬ 
pendent empire would be the best underwriting the British 
could get. 

Another way would equally take physical assets of strategic 
minerals, but it would take them in the form of processed or 
permanently storable metals or minerals, which could be kept 
as government stockpiles, “sterilized” as gold has been. 

We are going to need to export as much as can be repaid, 
and we can for at least five or ten years after the war continue 
to export a heavy volume of capital goods and manufactures— 
perhaps eight to ten billions. But we can import in the imme¬ 
diate postwar years, on ordinary commercial account, visible 
items for not much more than four or five billion dollars an¬ 
nually of raw materials we need currently, and very little else. 
There simply is not a use. even at high production levels, for 
more. 0 We could add. I believe, about another three to five 
hundred million of minerals a year, produced beyond postwar 
commercial needs, and capable of being cheaply and perma¬ 
nently stored for national defense—under treaty guarantees 
not to use them except in national emergencies (war) or by 


l 'I do not agree with extrapolating consumption trends on the basis of 
past imports and an assumed future national income. One must look at ac¬ 
tual commodities and their availability as against substitutes. Sec America’s 
.V cii' Opportunities in World Trade (Washington. D. C.: National Planning 
Association, 1044) and August Mattry and Hal B. Lary, Foreign Trade After 
the War (Washington, I). C.: Department of Commerce. 194.O. 
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joint agreement with the selling country for, say, a twenty- 
year period. 

This stockpiling device would pay interest and help amor¬ 
tize very sizable loans to Britain and to others. We should lose 
the interest on our stored assets, as we do on sterilized gold, 
but we should never regret having more of the ores that we 
have so little of, or which we have been exhausting. Some of 
them store well in one form, some in another as processed 
metals. Even oil is capable of being restored to the ground and 
pumped back out with insignificant loss in some formations. 
It is, and has been, done on a commercial scale in the United 
States. We could use our tanker fleet to put in some more 
naval Elk Hills to replace those drained—even though, if it 
were politically possible, it would be much better to conserve 
our own petroleum and export from less accessible and safe 
sources. But it is not politically possible to hold back domestic 
production for the purpose of conserving resources. 

This, of course, all looks toward forcing, in the general 
statement, a great deal more pooling of raw materials than 
British interests will at first be willing to consider. But when 
they have had a few years to consider the problems of going it 
alone in a world that also contains Russia, perhaps they may 
view the matter in a new light. 

V 

The cartel problem, of course, would under any such inter¬ 
national arrangements take on a very different light so far as 
commodity controls were concerned. As a consumer, we should 
be an insider, through government-owned shares in a policy¬ 
controlling international body in any agreements, for example 
on tin or rubber. By being an outsider, we have been badly 
circumstanced to get production when and as we needed it in 
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this war, not only in these but other commodities. It is not safe 
to be at the mercy of private owners of such basic strategic 
materials. 

But that is a very different matter from cartel agreements 
between private companies, based on splitting markets and 
restricting production of manufacturers. Do I suggest a bless¬ 
ing or a curse for the genial efforts of I. G. harben, Du Pont, 
and Imperial Chemicals, say, or even just the last two, to split 
up South America in a friendly way and stay out of each 
other's home territories? I do not say they have done this; I 
must leave such charges to the antitrust authorities who can 
answer libel suits with antitrust action. For myself, I have had 
some experience of a book held up in page proof for several 
years by the threat of a libel suit on this question of whether 
a charge of monopolistic practices, even backed up by court 
decisions, constituted a libel. So I must piously refrain. But 
in a purely hypothetical case, I do not see how we are going to 
avoid getting government to look over the shoulder of our 
businessmen, if they are going to do business abroad. This 
may involve both protection and restraint. We may have to 
do a little dividing, even in finished goods and patented prod¬ 
ucts. Russia is going to be in that picture. Even a private car¬ 
tel may find rough going when it hits a state monopoly. Mr. 
Milo Perkins showed some very interesting angles of this 
problem in the November 1944 issue of Harper's Magazine. 

Nor do I have a pat answer about the manner in which we 
may reconcile such agreements as we may conceivably sanc¬ 
tion under this approach to government scrutiny and control 
of cartel agreements with domestic antitrust legislation. I 
should see no greater problem for juristic metaphysics than 
is already presented by the Webb-Pomerene Act of 191S, 
which specifically permits ‘‘ganging up" on the foreigner by 
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companies whose domestic practices must have no hint of 
collusion. I think, frankly, that a good deal of the incantations 
on the Anti-Trust Act by enforcement officials was more in 
the nature of an old wives’ tale than of folklore—albeit per¬ 
haps a fishwife’s tale. The world we are living in is moving 
away from competition too rapidly to suit me, but I record its 
movement and direction merely as an observer. I am sorry to 
be a rather gloomy one on this point, and I hope that I am 
wrong! 

I have played prophet quite enough in this paper and must 
decline to do so further. But it needs no prophet to tell us that, 
with Britain going farther and farther toward state capital¬ 
ism, with Russia certainly not weaned away from Amtorg 
methods, our businessmen abroad are going to have to have 
the help of government to play in the “leagues” they will be in. 
And if they have the help, it will, no doubt, be on certain con¬ 
ditions. Many practices of cartels are simply indefensible on 
any economics, new or old. They are in the nature of rack¬ 
ets, whatever name they are called. When Lord McGowan, 
Chairman of Imperial Chemical Industries, says, as Milo Per¬ 
kins quotes him in the article cited above, “that British manu¬ 
facturers have ceased to believe in the superiority of free and 
extreme competition and have moved a long way in the direc¬ 
tion of cooperation in industry and central action by the 
government,” let us remember who is speaking. 

Nonetheless, that is the tone and temper of much of British 
business today. Britain’s businessmen are no longer horrified 
but a little fascinated by Nazi and Russian methods, and will¬ 
ing to learn, even in Dr. Schacht’s little game of blocked 
marks. They see possible uses in blocked sterling and they like 
cartels because cartels help them to get more dollars per unit. 
They feel certain of government support because the trade life 
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of Britain depends on the economic success of their export 
business. It is a far cry from Cobden and Bright and the ortho¬ 
dox Manchester liberalism that gave an expiring gasp or two 
in the twenties, but whose ghost moved over to be invoked in 
strange American circles as “the spirit of free enterprise.” I 
like free enterprise when I can find it. I fear its passing will 
produce strange and forbidding political portents. But it is 
pretty well gone in England. In foreign trade at least free 
enterprise seems in for some tough sledding in the postwar 
scramble for markets, in the kind of world that looks prob¬ 
able. It ought to welcome a little help, unless I miss my guess, 
from a benevolent government—even at a price. 

In that sort of world, Britain will be exploring new devices, 
the product of a sad new necessity; how can a debtor nation 
be restored to a creditor position? She has production, bank¬ 
ing and management skill, and political talents beyond most. 
Will the kind of world we live in still permit the oldest sea 
empire to continue to flourish, and even pick up a few extra 
pieces ? Probably as Americans we ought to hope so. I believe 
it to be possible only if we become an active economic part¬ 
ner, with more wisdom than we have so far shown. The main 
hope of the future for both Britain and the United States lies 
in the educational value of tough problems, and the sobering 
effect on exclusive nationalism that will be produced by sheer 
necessity—maybe dramatically personified in Russia. 


Frank D. Graham : 

Some Fundamental Economic Considerations 

Our economic problems can be solved only on the basis of 
general principles. Most of our problems plague us because we 
fail to establish, or because we depart from, such general 
principles, and seek ad hoc solutions for our difficulties. More¬ 
over, even if we succeed in putting these ad hoc “solutions” 
into operation, we are thereupon confronted with new prob¬ 
lems issuing out the very “solutions” that we fondly imagine 
will be effective. In this paper, therefore, I propose to stick to 
general economic principles on the cogent ground, among 
others, that it would otherwise be impossible for me and, I 
strongly suspect, for any one else to provide any satisfactory 
answers to current questions concerning our postwar economic 
relations with Britain. I shall exclude political considerations, 
on which I cannot claim to have any respectable opinion, and 
shall apply, quite simply, what I conceive to be sound eco¬ 
nomic theory to the task in hand. The answers then become 
simple—much too simple, no doubt, but they will at any rate, 
I hope, be intelligible. 

Anglo-American postwar economic problems divide them¬ 
selves more or less naturally into (a) transitional and (b) 
long-run problems some of which are primarily, though not 
solely, of domestic concern to each country while others are of 
predominantly international import. I shall deal as briefly as 
I can with the primarily domestic problems and then go on 
to answer, seriatim, some of the more purely international 
questions. 

I 

The domestic economic problem of both the United States 
and Great Britain to which all others are subordinate, in that 
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it must be solved before it will be possible to make any but a 
vain attack on other economic problems, whether domestic or 
international, is the problem of employment. The transitional 
problem here is a physical or engineering, rather than a typi¬ 
cally economic, matter, and involves the time necessary to 
turn swords into plowshares. If the transfer from war to 
peacetime conditions is sudden, rather than prolonged, this 
problem may, for a short time and especially in the United 
States, be acute. In Britain the rehabilitation of devastated 
areas and the supply of other urgent and long-starved con¬ 
sumers’ wants can in large part be met with equipment and 
materials now used for purposes of war and this will there 
cushion the process of transition. Since the proportionate 
change-over to new equipment will be greater in the United 
States, our difficulties during the transitional stage seem likely 
to be much more severe than those of Britain, though they are 
now being less seriously regarded than formerly, even by 
managerial groups. A considerable amount of unemployment, 
for anything up to a year, may nevertheless be inevitable until 
we can get re-equipped for a potentially greatly expanded 
peacetime consumption. Suffering should be alleviated by dis¬ 
missal pay, unemployment insurance, and the like, together 
with the maintenance of price controls during the period in 
question, and, perhaps, a bit longer. But a really fundamental 
solution will take time. 

This, however, is an evanescent problem and fades into 
insignificance in comparison with the importance of estab¬ 
lishing permanent full employment. The latter problem is 
identical in Britain and the United States and, in its charac¬ 
ter. is institutional rather than physical. From the point of 
view of economics, and economics only, it does not seem to me 
to offer any serious difficulty. Were we not so familiar with 
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the situation it would appear incredible that millions of people 
in urgent need for goods should stand idle though they are 
perfectly capable of producing what they want and there is no 
lack of raw materials or equipment to hinder them. 

The problem of solving unemployment is not really com¬ 
plex. So long as people want goods, and are willing to work for 
them, the failure to utilize their productive powers can be 
attributed to nothing but incompetence, private or public, or 
both. If we should ever get to the point where we wanted no 
more goods, the problem of unemployment, which would then 
be voluntary, might worry the moralists but would be a matter 
of complete unconcern to the economist qua economist. 

The provision of full employment is solely a problem of 
maintaining the people’s monetary expenditures (whether for 
consumption or investment) at a level that will correspond 
with the money costs of all the goods that can be turned out 
when the population is fully employed. There have been many 
proposals to this end (I, myself, have been guilty of some), 
and any one of a number of them would, without doubt, be 
effective. Our task in a democracy, therefore, is no more than 
that of choosing, and getting action upon, the solution which 
we think would, within the framework of freedom, best realize 
our aim of abolishing involuntary idleness. I cannot go further 
into the matter at this time, but we shall assume that, both 
here and in Britain, a resolute and effective policy for ban¬ 
ishing unemployment, without comprehensive governmental 
control of industry and trade, will be adopted. Unless this 
happens we shall have chaos in the international, and chaos 
or totalitarianism in the domestic, field, and it would then be 
futile to explore possible solutions of international economic 
questions. 

Let us turn now to the relationship between production and 
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foreign trade. In spite of the fact that I am an ardent free 
trader, I am of the opinion that the importance of interna¬ 
tional trade as a factor in our prosperity is widely overrated. 
This is true even for Great Britain where international trade 
is, of course, of much greater significance than it is to us. 
International trade, per se, has little bearing on the matter 
of employment and it is of much greater import to eliminate 
unemployment than to develop a free and flourishing inter¬ 
national trade. There is no reason to suppose that there could 
not be full employment, in both Britain and this country, 
without any international trade at all. International trade, as 
such, has no tendency to affect the volume of employment but 
merely its character. It operates to increase the real income 
from whatever volume of employment there may happen to 
be; but, in this country at any rate, its greatest potential addi¬ 
tion to real income would, it is scarcely possible to doubt, be 
of a wholly secondary order of magnitude in comparison with 
the quite avoidable losses that we suffer from unemployment. 
We should, of course, see to it that we have both the benefits 
of full employment and of a free and flourishing international 
trade; but it remains a fact that a greatly restricted interna¬ 
tional trade, along with full employment, would enable the 
people of this country, and even of Great Britain, to have a 
good deal higher real income, over the years, than they have 
ever had in the past. A high level of foreign trade, without full 
employment, would, on the other hand, do little to mitigate 
our distress. With full employment and free trade we should, 
of course, be more prosperous than if we were lacking in 
either; but, with full employment and trade restricted, both 
countries might well be more prosperous than with a substan¬ 
tial volume of unemployment while trade was free and high. 

Free trade, moreover, would, in itself, do nothing to pro- 
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in London (the governments of the countries named) can be 
prevailed upon to consolidate them in long-term loans to 
Britain, or some other means of accommodation can be found, 
the British international financial position, in the immediate 
postwar period, will be extremely bad. This will operate to 
promote a rapid deterioration in the exchange value of the 
pound, with adverse effects not only on the present holders of 
blocked sterling balances but also on exporters of manufac¬ 
tured goods everywhere outside of Britain. A perhaps more 
feasible ameliorative arrangement than that above suggested 
would be for the United States Government to take over most 
of the British debt on these blocked balances, in exchange for 
a long-term obligation from the British to us, and so provide 
the creditor governments with dollars that will more readily 

be turned into goods than will sterling. 

The British have lost not only their foreign investments but 
a large part of their mercantile marine along with other assets, 
such as marine- and fire-insurance contracts abroad, which 
used to yield them large sums in foreign exchange and thus 
enabled them to import commodities to a value far in ex¬ 
cess of their commodity exports. This raises the question 
whether their long-time international economic and financial 
position will not be as precarious as that with which they will 

be afflicted in the immediate postwar period. 

In spite of much reputable opinion to the contrary, I do not 
think that the British have much cause for worry over their 
long-run economic and financial situation. Their total receipts 
on capital investment abroad were never more than a small 
fraction (about five per cent) of their national income and, 
even if these receipts had remained unimpaired, they would 
now be a still smaller proportion of Britain’s expanded na¬ 
tional income. Britain’s earnings on other “invisibles,” though 
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reduced, will not be decimated, and, even if they were, this 
would be of lesser consequence than the loss of the foreign 
investments. On the positive side British per capita produc¬ 
tivity has been greatly raised during the war, and this will be 
a permanent gain. If the British fail to develop a greatly ex¬ 
panded commodity export trade (and this will depend on the 
commercial policy of other nations as much as on themselves) 
they will, in the absence of loans, be of course compelled to 
reduce the volume of their commodity imports. But this need 
not greatly affect their prosperity or ours. Britain will simply 
become more self-sufficient; not, of course, to the point of 
producing the full amount of her own consumption of food¬ 
stuffs (though she will probably produce much more of those 
than before) or of many raw materials, but by producing a 
wide range of manufactured goods which have hitherto been 
imported. The long-run picture for Britain is, in my judgment, 
not nearly as black as it is currently painted. It is, I think, not 
black at all. Greater self-sufficiency in Britain would, more¬ 
over, be a matter of little long-run consequence to the United 
States. 

Ill 

From this preliminary discussion, we can now proceed to 
some of the more specific questions concerning Anglo-Ameri¬ 
can relations. In the first place, what prospects exist for a 
revival of our trade with Great Britain and the dependent 
Empire after the war ?The answer to that question is problem¬ 
atical. It all depends on unpredictable attitudes not only in 
Britain but in this and other countries. If, both in this country 
and in Britain, barriers to trade are greatly reduced or abol¬ 
ished, there is no reason why trade should not only be revived 
but greatly exceed that of any prewar period. There might, as 
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noted, be some natural tendency (i.e., even under free trade) 
toward a greater self-sufficiency in Britain. If so, this would 
somewhat inhibit our exports to the Islands; but after the 
transition stage is over, this should have no adverse effects on 
the prosperity of either Britain or ourselves. The “need” for 
foreign markets is a result of their prior development and 
of the type of territorial specialization that has thereupon 
evolved. If such markets were, or are, not there, then, after 
adjustments in the composition of the respective national 
economic structures, there would be no need for them. The 
domestic market, in each country, would fill the gap. In the 
immediate postwar period Britain will indeed need interna¬ 
tional credits; and, if these are not provided (presumably by 
this country), Britain will probably find it necessary to prac¬ 
tise a selectivity in imports from which we would, for a more 
or less protracted period, suffer. But when the period of transi¬ 
tion is over, there is no reason for supposing that, with reason¬ 
able freedom of international trade, Britain will not be able 
to create foreign balances, by export, sufficient to cover what¬ 
ever imports, including American goods, her desires and in¬ 
come would dictate and permit. 

If we in this country insist upon the maintenance of a 
greatly expanded mercantile marine, and are prepared to pay 
whatever subsidies are necessary to the exclusion of British 
ships, Britain will be forced to become more self-sufficing than 
would otherwise be the case, and we shall then lose in other 
exports whatever we gain in exports of shipping services. This 
would be a net loss, moreover, since we would be eliminating 
exports which we could profitably make in favor of exports 
on which we would be sustaining a loss (which must be 
covered by subsidies at the expense of the domestic taxpayer). 

If. moreover, we should call for the early payment by 
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Britain of war debts to us, including lend-lease, we should 
call in vain since there is no prospect that Britain could pay 
these off except over a very lengthy period. Even then they 
could be paid (net) only within the framework of a greatly 
expanded multilateral international trade and the develop¬ 
ment of a large excess of imports over exports in this country. 
Great Britain could no doubt absorb further loans, for re¬ 
habilitation, and thus postpone the evolution of an excess of 
imports in this country; but this, of course, is a proposal for 
an increase rather than a net repayment of debt. Such loans in 
the early postwar period would be a factor in smoothing ad¬ 
justments but their fairly early termination should be kept in 
expectation. Our Government might well make loans for the 
short, somewhat chaotic, period immediately following the 
cessation of war, but I see no reason for long-run governmen¬ 
tal action in this direction. Whatever loans are thereafter 
made had best be made on a private basis. 

IV 

Another question frequently raised concerns potential trade 
rivalry. How shall we cope with the problem of Anglo-Ameri¬ 
can rivalry in international markets? The only effective solu¬ 
tion for that problem is the restoration of free competition in 
the economist’s sense of the term, that is to say, a situation 
in which no party to any transaction is able in any way 
(whether by private or governmental action) to bring power 
to bear upon the other party or parties, or, in general, to in¬ 
fluence the market. Cartels, simply considered, are predatory 
business organizations and no satisfactory result can issue out 
of business relations in which any of the participants have 
the intention, and the power, of predation. All agreements to 
reserve markets to the exclusive exploitation of any one group 
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of producers, or to restrict supply in the interest of “satisfac¬ 
tory” prices, are anathema to the true political and economic 
liberal, and, sooner or later, are certain to promote hostility 
rather than peace. One of our chief efforts should be to get rid 
of them. This is true whether the cartel is under private or 
public auspices though, if we think we must have cartels, 
governmental auspices are necessary if there is to be even a 
remote possibility of protecting the consumer’s interests. 

Anglo-American, or any other, commercial rivalry is not to 
be dpplored when it is unaccompanied by coercive power. On 
the contrary, it is then highly beneficent in its effects on pro¬ 
duction and prosperity. Competition, on the level which ex¬ 
cludes all power other than productive power, is of the essence 
of the ideology of free enterprise. Such competition does not, 
indeed cannot, issue in conflict, but only in creation. Our task, 
therefore, is not to avoid rivalry but to harness it to the 

chariot of social and economic progress. 

As for the problem of access to raw materials, that can 
never be solved except in a peaceful world in which it would 
solve itself. If, on the other hand, the prospect of international 
violence is ever present, the grabbing of raw materials is a 
rational procedure in that one must have them at hand when 
war breaks out and must also seek to keep potential enemies 
from obtaining them. This is almost entirely a political prob¬ 
lem on which an economist's opinion is of no particular sig¬ 
nificance. 

We come now to a third question, that of the trade policy 
likely to be followed within the Empire and Commonwealth. 
On this question, prediction is useless; the answer lies on the 
knees of the gods. I would say, however, that if the imperial 
preference system is maintained, it is, in a not very long run, 
likely to be much more hurtful to the Commonwealth and 
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Empire than to ourselves. Very much the same system was 
imposed upon us, by the mother country, in the Colonial days, 
and our resentment against it was a prominent cause of the 
Revolution. Yet a century and a half later, the self-governing 
Dominions asked for it. It is true that it was then dressed up 
in rather more gracious habiliments than it had formerly 
worn; but it was fundamentally the same old hag. I think that 
our own attitude as colonists, that we be allowed to buy and 
sell freely where we could buy and sell best, was the sound 
attitude, and I should not be surprised (though I make no pre¬ 
dictions) if Britain, the dependent Empire, and the Domin¬ 
ions all at some time come to feel that they were seduced when 
they gave their consent to the preferential system. 

V 

In my approach to the economic problems which face us I 
am in favor of free competition, and free trade, in all fields in 
which they can be made to work. But free competition should 
never have been confused with laissez faire. Laissez faire is 
the law and condition of the jungle. 1 his is the opposite of the 
economist’s notion of free competition which involves the sup¬ 
pression of all antisocial forms of power; and free competition 
will never be established, or maintained, except through ac¬ 
tive, and continuing, governmental intervention to that end. 
Where free competition cannot well be made to work, the 
operation concerned should be assumed by government, since, 
otherwise, private individuals or corporations have the power, 
through a greater or lesser degree of monopoly, to tax the 
public to their own benefit. All governmental attempts satis¬ 
factorily to regulate this private power to tax have failed and, 
for no very recondite reasons w r hich I cannot here enumerate, 
are forever doomed to failure. Tree competition is in fact the 
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greatest, and the only democratically tolerable, method of 
regulation of the economy ever devised. It is the only method 
which is not a reflection of the arbitrary will of some exces¬ 
sively ruling authority and the only one which offers alterna¬ 
tives to those who, in a given situation, feel themselves op¬ 
pressed. Under free competition, it is always open to them to 
move into any situation that seems to them more favorable 

than that which is currently their own. 

Where we seek economic solutions to economic problems we 
cannot do better than to move resolutely toward the setting up 
of as much free competition (including free trade) as it is 
possible to establish. This will involve active and persistent 
governmental intervention to forestall the success of the cease¬ 
less efforts of private individuals to subvert free competition 
to their own advantage. But it will require no intervention of 
an ad hoc character designed to mitigate, without abolition, 
the evil effects of existing private monopoly, or to offset the 
inequities of one such monopoly by giving to its victims a 
counter monopoly. Monopolies are, by their very nature, ex¬ 
clusive and therefore cannot possibly possess the universality 
of application proclaimed by Kant as the primary test of vir¬ 
tue and of peace. 
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LATIN AMERICA AND THE 
GOOD NEIGHBOR POLICY 

Carlos Davila: 

A Good Neighbor Decalogue 

Before taking up the specific questions that constitute the 
subject of this discussion, a general appraisal of the war and 
probable postwar economic situation of the Lnited States 
and the countries of Latin America is advisable. In the United 
States, the war has trebled national income, increased the 
public debt tenfold, and expanded exports threefold although 
not quite one third of these exports are now of a commercial 
nature, the remainder being war exports chiefly under lend- 
lease. Moreover, the industrial productive capacity of the 
United States can now be estimated at about one half of the 
world’s productive capacity. The United States is now the 
only great creditor nation in the world, the only one with sur¬ 
plus capital to export on a large scale, and this position will 
become more apparent when the war ends. L pon the ability 
of the United States to keep in operation its present produc¬ 
tive capacity and to make full use of its capital will depend 
whether or not the country will emerge with a full employ¬ 
ment economy. 

The use of that productive and financial power will depend 
inevitably on foreign trade and foreign investments. The 
United States will have to export merchandise and capital 
or face a depression. I doubt any one any longer questions 
the accuracy of this premise. It may of course still seem revo¬ 
lutionary because the American people have been taught that 
to be rich and prosperous meant to sell more than was bought 
abroad and to accumulate capital within the nation. I' ormerly 
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an export surplus was the primary aim of the American econ¬ 
omy. The Department of Commerce was created for that 
purpose. Now, however, it is clear that an import surplus is 
imperative and that the problem of the American economy 
is to supply foreign countries with dollars needed to buy from 
the United States and to pay for the American capital invested 
abroad and which will be invested abroad in the future. 

The most hopeful feature in this situation is the fact that 
both the United States Government and American business¬ 
men are convinced that the moment has arrived for such a 
revolutionary reversal of economic outlook and policies. I 
have recently read surprising essays on the subject written 
by officials and business experts, which are in complete agree¬ 
ment. They talk of seven to ten billion dollars of annual ex¬ 
ports, of buying in foreign countries more than the United 
States plans to sell there, making up the balance with the 
continual flow of American capital abroad. It was about time 
the change took place. After the First World War, this coun¬ 
try ceased to be a debtor nation. It became industrialized. 
At the same time the policy was persisted in of maintaining 
an export surplus, a policy that corresponded with an eco¬ 
nomic era which the country had already outgrown. The re¬ 
sult was a general lowering of trade volume and the depression. 

Now what is the present picture in Latin America? In a 
general way, that great region has reached the stage of eco¬ 
nomic development that existed in the United States a cen¬ 
tury ago. Latin America may go forward more rapidly than 
did the United States in the nineteenth century, but it is 
actually in the same position with relation to this country 
as this country was with relation to England and Franee in the 
1850’s when the United States was receiving foreign capital 
and manufactured goods and exporting raw materials. 
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In as much as they must pay for foreign investments, the 
twenty republics to the south need an export surplus just as 
the United States needed an export surplus in the last cen¬ 
tury. The total Latin American exports last year were over 
two and one-half billion dollars as against imports of one and 
one-half billion dollars. That means a balance in favor of 
Latin America of one billion dollars. Of course the war has 
accentuated this export surplus, because the United States is 
not presently in a position to sell to Latin America the mer¬ 
chandise it would like to buy. For this reason, Latin America 
has accumulated dollars and credits to the amount of about 
four billion dollars in the past six years, an amount that will 
be on hand to buy American products once war restrictions 
are eliminated. 

About thirty-four per cent of Latin American imports uent 
from the United States before the war and thirty per cent of 
Latin American exports came to this country. It can be esti¬ 
mated that no less than seventy per cent ot what Latin Ameri¬ 
ca is now buying comes from the United States and o\er 
seventy per cent of what Latin America sells accrues to this 
country. This development which I shall label the American¬ 
ization” of the Latin American foreign trade appears more 
notable if we consider the recent great increase of commercial 
interchange amongst the Latin American countiics tlnm- 
selves. It can be said that at present well over eighty-five per 
cent of all Latin American foreign trade is conducted within 
the Western Hemisphere, whereas before the war it was not 
quite forty per cent. It is further estimated that last year over 
thirty per cent of United States commercial exports, lend-lease 
excluded, went to Latin America and forty per cent of this 
country’s imports came from Latin America. From this bar¬ 
rage of statistics it may not be easy to grasp the growth of 
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trade between this country and Latin America; but it is clear 
enough that commercial interchange in both directions has 
become vital. 

I wish now to present a list of ten questions on the future 
relations of the United States and Latin America as a whole 
and provide an answer for each. The questions are frank and 
searching; they are directed at some of the fundamental issues 
which the postwar era will pose; and it is my hope that the 
replies offered these questions can be regarded as a sort of 
decalogue of the rules of conduct which might lead to eco¬ 
nomic stability and enduring political understanding among 
the nations of the Western Hemisphere. 

I 

The first of these questions concerns the economic phases 
of the good neighbor policy. Should they be continued ? 

My answer is that there is no alternative to the good 
neighbor policy in its economic aspects, as there is none in 
its political aspects. Before that policy came to life and was 
fairly and sincerely applied by President Roosevelt after 
1933, it appeared as if the United States were trying to com¬ 
mit diplomatic suicide in the Western Hemisphere. The policy 
is economically as vital for Latin America as for this country. 
Its abandonment would mean disaster for Latin America and 
acute depression and unemployment for the United States. 

The second question concerns lend-lease: How shall we 
liquidate the lend-lease account with Latin America? 

My answer is that it is already being liquidated. Latin 
American countries are being billed for what they received 
under lend-lease and, as far as I know, have already made 
some payments. This is a factor of very little or no impor¬ 
tance in Latin American economics. Of the twenty billions of 
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dollars handed over by the United States to foreign countries 
under lend-lease, much less than one per cent has gone to 
Latin America. Lend-lease has been no “horn of plenty” for 
Latin America. It was merely a device to adjust Latin Ameri¬ 
ca, militarily and economically, to the United Nations war 
effort. 

A third question is: How can an economic good neighbor 
policy be made a mutually profitable two-way arrangement? 

The answer is that it is now a profitable two-way arrange¬ 
ment. Perhaps the worst of all misunderstandings in this 
country regarding inter-American affairs is the idea that the 
good neighbor policy provides “gravy” for Latin America and 
represents only disbursement for the United States. As a 
matter of fact, the party that has profited most has been the 
United States. In the year before the war the balance of trade 
had become slightly favorable for the United States. The 
balance of payments between the United States and Latin 
America was overwhelmingly in favor of this country, since 
the flow of capital had completely stopped from here, while 
our countries were sending, and are today sending, scores of 
millions of dollars to service their debt and to pay the profits 
of American investments in various Latin American states. 
The war has changed the balance of payments in favor of 
Latin America as this country had to increase its purchases 
because of military requirements. The United States is buy¬ 
ing this year (1944) at the rate of 1 billion 400 million dol¬ 
lars from Latin America, an increase of 140 per cent over 
prewar figures; and, contrary to the general belief, the United 
States is also selling in Latin America more than before the 
war. Last year the United States sold 820 million dollars’ 
worth, an increase of 17 per cent over prewar exports. As I 
said before, Latin America is now supplying about 40 per 




222 


CARLOS DAVILA 


cent of all the United States imports and is taking over 30 
per cent of all the United States commercial exports. These . 
figures leave no doubt about the significance of sound com¬ 
mercial relations in this hemisphere. They should be better 
known and meditated upon. 

A fourth question, closely concerned with what we have 
just been discussing is: What type of products can we ex¬ 
change? Let us consider the reply in some detail. 

Coffee is first on the list of United States purchases from 
Latin America, the total being well over 350 million dollars' 
worth a year. As the rate consumption has increased in the 
past five years, it can be estimated that the United States 
after the war will need much more than the iS million bags 
a year which are now being imported. Coffee is followed in the 
list of United States imports from Latin America by sugar, 
copper, wool, petroleum, vegetable oils, textile fibers, hides 
and skins, cocoa, meat products, nitrate of soda, lead, tin, 
and some chemicals. The United States will need all these and 
other Latin American products after the war, unless you 
prefer to buy them on other continents where you do not sell 
and have no investments, or unless you prefer to produce 
some of them yourselves at high cost to your consumers, 
barricading the production with high tariff walls, and curtail¬ 
ing, in the process, the buying power of Latin American coun¬ 
tries to be used in this country. 

What the United States is selling in Latin America is really 
“American ingenuity.” The Chilean ambassador to the United 
States recently made this clear in a speech before the Southern 
Society of Xew York. As he pointed out, not one of the ten 
articles which today head the list of United States exports 
to Latin America even existed fifty years ago. They are auto¬ 
mobiles, radios, refrigerators, engines, electrical implements, 


THE GOOD NEIGHBOR POLICY 


223 


airplanes, plastics, chemicals, and tools of all kinds. He added 
that what the United States is going to sell to Latin America 
in the future is perhaps being created in American research 
laboratories at this moment. And this is why Latin American 
industrialization is not even a potential danger for United 
States exports. Such industrialization, as a matter of fact, will 
give great impetus to your exports of machinery and special¬ 
ties. Let us remember that several generations ago the l nited 
States was shipping ice to Latin America; then it sent ma¬ 
chinery to produce ice: and now it sends refrigerators. 



The fifth question concerns a matter of peculiar interest to 
the United States—one that is often asked. 1 be question is . 
How can we assure the safety of American investments in 
Latin American countries in view of past experience? 

The reference to “past experience” seems to imply that it 
was a bad experience. It was not. \\ hether or not there ha\e 
been defaults in public debts, United States investments in 
Latin America have, as a whole, fared as well or better than 
domestic investments in the United States. I saw this long¬ 
standing opinion of mine corroborated in Pan-American 
Economics, a book recently published by Professors Olson 
and Hickman. 1 They affirm that some American investments 
in Latin America were very, very lucrative and then add. 
“Yields were not only satisfactory, but also compared very 
favorably with results obtained from similar investments at 
home.” In a recent issue of Survey of Current Business, of the 
Department of Commerce, there is further comment about the 
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“erroneous, but widespread idea that the foreign loans and 
investments of the United States, since the last war, were 
almost entirely lost. There was on the contrary,” states the 
author, “a substantial net return.” He goes on to prove that 
during that period this country invested abroad some 13 bil¬ 
lion dollars and got 23 billion in return, that is to say, an excess 
of 10 billion dollars. United States investments in Latin Amer¬ 
ica fared even better than that and will continue to yield 
better profits than domestic capital can hope to obtain in the 
United States. And, on the whole, such Latin American invest¬ 
ments will be as safe. 

P'rom the question of investments let us turn to another, 
the sixth. This is, how can we overcome the political suspicion 
south of the Rio Grande which adversely affects the United 
States trade position? 

In the first place, it is doubtful whether political suspicion 
adversely affects trade which has its own nonpolitical, non- 
emotional ways. During the worst period of misunderstanding 
and suspicion between this country and Latin America—those 
forty years when there was much talk of imperialism and the 
“big stick.” dollar diplomacy and military intervention— 
United States trade and investment in Latin America grew to 
an all-time peak which it reached in 1929. And let us not 
forget that before Pearl Harbor the United States was politi¬ 
cally friendly toward China and suspicious of Japan; but 
United States trade was chiefly with Japan. 

When I came here in 1927 as Ambassador of my country 

(Chile), it was for the settlement of Chile’s historic dispute 

with Peru, a dispute that had had the two countries on the 

verge of war for fifty years and carried a constant threat of a 

South American conflagration. When we were about to settle 

this dispute in 1928, my good friend, Frank B. Kellogg, the 

American Secretary of State, told me that the settlement 

* 
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would be most advantageous for the two countries because it 
would increase economic interchange. I had to tell him that in 
the twenty years during which Chile and Peru had had neither 
diplomatic nor even consular relations, business between the 
two countries had grown so rapidly that it had become greater 
in volume than that between the two countries and all the rest 
of Latin America. Business and friendship are not necessarily 
complementary among nations nor, for that matter, among 
individuals. 

But even if trade can flourish where there is political sus¬ 
picion, the latter is nevertheless a liability. Moreover, there 
are other than commercial reasons why it should be elimi¬ 
nated. There are political reasons that involve the safety and 
security of all of us in this hemisphere which make the elim¬ 
ination of suspicion imperative. My advice would be to make 
friends without going about it too obviously; to be real 
good'neighbors, understanding, sympathetic, and patient. I he 
trouble in this field has been not that we did not know each 
other well, but that we knew the worst of each other. I hen 
there is the great obstacle of language. I am afraid we shall 
never have a really united hemisphere until we have a bi¬ 
lingual hemisphere. But there is progress in this direction too. 
English is being made obligatory in almost every educational 
system in Latin America, and in the United States the interest 
in Spanish is increasing in a very promising way. 

Ill 

The seventh question in this decalogue that I am trying 
to make into the ten commandments of inter-American eco¬ 
nomics is: Should we continue special price inducements and 
other aids to encourage production of rubber, hemp, and other 
products, formerly imported from the Far Last? Allow me to 
answer this question partly by another question. Are we aware 
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of the fact that before this war the United States was buying 
ninety-four per cent of its tropical imports, mostly strategical 
materials, from points in the Orient, ten thousand miles dis¬ 
tant, instead of from nearby tropical Latin America? As a 
result of this trade policy, the United States was leaving a 
favorable balance of trade of over 350 million dollars a year 
in the Far East, while it was leaving an unfavorable balance 
in Latin America, where it had seven times more investments 
and political interests a hundred times more important than 
in the Far East. 

The Latin American rubber catastrophe illustrates the ef¬ 
fects of this policy. During the past forty years when the an¬ 
nual world consumption of rubber rose from fifty thousand 
tons to one million tons, the Latin American contribution to 
that world consumption went down from one hundred per cent 
to almost nothing. And so the rubber trees in the Amazon 
country were neglected, while huge fortunes piled up in Eu¬ 
rope and in Asia through a monopoly that dictated prices to 
the United States, the largest consumer in this “rubber con¬ 
tinent.’' The case of tin was not very different; and most 
cocoa, sisal, wool, and vegetable oils imported into the United 
States were coming from Asia and Africa before the war. 

To put an end to this anomalous condition, the Inter-Ameri¬ 
can Development Commission was created in January 1940, 

as a result of action taken bv the Inter-American Financial 

♦ 

and Economic Advisory Committee in Washington. The 
writer was the author of the motion that brought this com¬ 
mission into being. It is in the preamble of that motion that 
the expression “economic integration of the Western Hemis¬ 
phere” appears for perhaps the first time in an official docu¬ 
ment of the twenty-one American republics. The year this 
action was taken was 1939: the shape of things to come 
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loomed in the form of Hitler's Europe. It seemed perfectly 
clear to all the delegates of the twenty-one American republics 
that the United States was bound to lose its sources of supply 
of vital strategic materials and that Latin American nations 
were bound to lose their oversea markets. 

I do not believe there can be any question that the political 
safety and economic advantage of the United States require 
that this policy of hemispheric economic integration should 
be continued. After the war the United States should continue 
to buy strategic raw materials in Latin America and not in 
the Far East, whenever Latin America can supply such mate¬ 
rials. Nor will artificially high prices be necessary to induce 
Latin America to produce and sell these strategic raw mate¬ 
rials. At present, the United States is probably paying fair 
prices but hardly “inducement” prices for many Latin Ameri¬ 
can commodities. As a matter of fact, coffee is being sold at 
fifteen cents a pound, and there is at this moment a coffee 
revolt in the fourteen Latin American countries that sell it 
because they claim that such a price hardly covers their cost 
of production. Cuban sugar is selling at 2.65 cents per pound, 
and the Cuban cane growers also claim that they are losing 
money with such a price. Of course coffee once sold for six 
cents and sugar for a half a cent per pound; but after the 
First World War, coffee was selling for twenty-five and one- 
half cents per pound and sugar at twenty-two cents per pound. 
Far less is being paid today for these products than was the 
case twenty-five years ago. 


IV 

We come to the eighth question which is: Are United States 
interests in Latin America competitive with those of Britain 
and other non-American nations, or are they complementary ? 
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My answer is that they are sharply competitive. Russia is 
also becoming interested in Latin American markets. She is 
already bidding strongly in some Latin American countries. 
The United States continues to have the advantage of mass 
production and the output of many highly specialized manu¬ 
factured articles with which other nations can hardly compete. 
Above all, the United States has the great advantage of its 
immense buying power, if it cares to use it. Some one has 
said that England built an empire around her import needs; 
America might remember that observation. 

I direct my attention to the ninth query: Shall the United 
States rely upon special government agencies to foster Latin 
American trade and investment? My opinion is that such 
agencies are bound to help. The Bretton W oods agreements 
point the way and so does the Inter-American Bank. This 
Bank was created in 1940 by the Inter-American Financial 
and Economic Advisory Committee and should start func¬ 
tioning as soon as six American governments have ratified 
the treaty authorizing it. I believe that it has already been 
ratified by that number of governments. This Bank is to be 
owned by the twenty-one governments of the American re¬ 
publics, including the United States, and is to engage in short- 
and long-term operations with the nations in this hemisphere. 
The capital is to be 100 million dollars, but the Bank is au¬ 
thorized to issue its own debentures. These banking arrange¬ 
ments are destined to help private investment, giving it proper 
direction and providing additional security. I also believe that 
investment from the United States should accept association 
with Latin American capital, instead of insisting upon remote 
absentee control, which was the form it took before the war. 
Concerning trade, United States exporters and importers will 
certainly need the help of government agencies. They had it 
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before this war and will need it more after the war. Foreign 
trade generally is being subjected to increased public control 
all over the world. It will not become entirely private over¬ 
night when peace comes. 

The tenth and final question is a delicate one, especially for 
a Chilean like myself. It asks: What policy shall the United 
States pursue toward those Latin American countries with 
a one-product economy? That, of course, is a fundamental 
weakness of almost all of the Latin American countries. They 
depend too much on too few products for export. In eighteen 
of them, only three products represent fifty per cent of all 
exports, and in twelve Latin American countries, just one 
commodity accounts for half of all national exports. 

Chile happens to be a two-product country when it comes 
to exports: copper and nitrates. As the second producer of 
copper in the world, after the United States, Chile saw her 
copper barred from the American market by a four-cent-a- 
pound tariff before this war. During the war we have been 
selling here, the United States Government having taken care 
of the duty. Interestingly enough, ninety-five per cent of the 
copper being supplied by Chile is mined by American owned 
and operated companies. Chile naturally hopes for some ar¬ 
rangement that will keep this market open for her cheaper 
copper after this war. 

As to nitrate, Chile has been selling it in this country for 
one hundred fourteen years, to the great advantage of Ameri¬ 
can farmers who decidedly prefer this fertilizer. Sixty per 
cent of the Chilean nitrate is produced by American com¬ 
panies. Of every dollar of nitrate that we sell here, more than 
eighty-five cents remains in the United States to service the 
nitrate corporations’ debts, dividends, freight, insurance, 
transportation, storage, and commissions to the distributors. 
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It is really a Chilean-American enterprise. The nitrate indus¬ 
try is the only large industry in the whole world which has 
had no war profits. Total nitrate exports have declined during 
the war from 1,453,000 tons in 194° to very little over one 
million tons this year. Chilean nitrate is being sold at $32.40 
per ton. During the First World War, it sold at around $50.00 
per ton. After that war, it sold for $93.00 per ton, almost three 

times its present selling price. 

The Chilean nitrate industry is asking only for the freedom 
to compete fairly after the war in this American market. It 
cannot compete against subsidized domestic production such 
as would result if the war plants America has built—eleven 
of them in the last three years—were leased or sold at neg¬ 
ligible prices. 

I have chosen to discuss nitrate because it is a typical case 
in inter-American economics and it may be a test case in de¬ 
termining the sincerity of postwar hemispheric economic 
policies. The policies applied to nitrate will largely determine 
whether there are possibilities for inter-American economic 
collaboration or whether such possibilities will evaporate. 

At the Rio de Janeiro Conference of 1942, a resolution was 
passed to the effect that in ter-American cooperation should 
mean “no American country should foster or develop an in¬ 
dustry that would compete with the natural product of the 
‘basic industry’ of another American nation.” To the resolu¬ 
tion was added the statement that if this war made it impera¬ 
tive for one American country to develop such competing 
industry, it should not be maintained after the emergency has 
passed. This '‘economic solidarity” resolution was approved 
by the foreign ministers of the twenty-one American republics 
along with the ‘'political solidarity” resolution that aligned 
them with the United States in the defense of the hemisphere 
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and pledged them to break their diplomatic relations with the 
Axis powers. That resolution imposes an obligation which if 
fulfilled will contribute immeasurably to the political and 
economic security of this hemisphere after this war. 


Clarence Senior: 

A Realistic A pproach to Postwar Cooperation 

At the outbreak of World War II, forty-eight of the one 
hundred thirty-six raw materials, listed as strategic or critical 
by the military authorities, were practically unprocurable in 
the United States. .Axis occupation of the Philippines took 
our sole source of manila fiber, from which all marine cordage 
is made. With the loss of Malaya and the East Indies went 
90 per cent of the world’s natural rubber, 95 per cent of the 
world’s quinine, and 75 per cent of the world’s tin production. 

Near at hand were twenty countries containing all the 
world’s climates and most of its soil types. Latin America 
was combed with a fine-tooth comb for the raw materials 
needed to wage the war. Plant explorers, mineral and oil 
geologists, experts on rubber, fibers, drugs, minerals, and 
metals scoured the twenty republics and the European colo¬ 
nies in the New World. 

What have been the results for Latin America? Not all of 
them will be known for many years but some generalizations 
may be helpful. 


I 

To begin with, many crops, especially in the field of drugs 
and fibers, have been introduced or reintroduced. These in¬ 
clude, among others, pyrethrum, red squill, derris, Japanese 
mint, and abaca (manila hemp). They should yield substan¬ 
tial returns in the coming years. 

Domestic processing of local products has been started. 
For instance, in the case of agar-agar, the Japanese formerly 
came to the shores of Mexico to gather seaweed, taking it 
back to Japan for processing and sending it back across the 
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ocean for sale. Now Mexico gathers and processes the seaweed 
and sells it to us. 

Industrialization has been extended in spite of the inability 
of the United States to export capital goods in as large meas¬ 
ure as needed. Most of the Latin American countries have 
improved their industrial resources and plans have been made 
for large-scale electrification and industrialization after the 
war. Diversification of agriculture has been advanced, and 
improved techniques have been introduced. Transportation 
and communication networks have been greatly expanded, 
and new and improved facilities will be installed as quickly 
as they are available. There has been a rise of about 25 per 
cent in inter-Latin American trade but it is still small. I rade 
with each other represents only about 10 to 12 per cent of the 
total foreign trade of the Latin American countries. 

New metal and mineral resources have been uncovered. In 
some cases they will make a permanent contribution to the 
domestic economy; in others, they will increase centuries 
old stresses and strains. 

Health and sanitation projects have been located at points 
from which war materials are being taken, and the techniques 
they introduce are spreading to other places. 

Education, liberal and vocational, formal and informal, has 
had an impressive growth judged by budget appropriations, 
new schools built, increased circulation of books and news¬ 
papers, and interchange of students between the American 
countries. European refugees have brought techniques for 
industry, commerce, and the professions. 

Let us not be Pollyannas however; there is another side to 
the medal. Inflation is rampant. Bolivia vies with China in 
her astronomical figures on the cost of living index. 1 he hun¬ 
dreds of millions of dollars spent for rubber, cinchona, copper, 
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tin, fibers, and other raw materials have increased monetary 
circulation at a dizzy rate while domestic production and im¬ 
ports of consumer goods have lagged far behind the increased 
demand. The loss of European and Asiatic sources of supply 
could not be counterbalanced by the United States in spite 
of conscientious attempts. We more than replaced those 
former markets with our purchases. According to present in¬ 
dications we will import from Latin America this year a little 
over three times our 1936-1938 average. However, we will 
be able to send them somewhat less than twice as many goods. 
In addition, some countries have received large amounts of 

refugee and repatriated funds. 

I asked before what have been the results for Latin Ameri¬ 
ca ? Let us make it more complicated and get closer to the 


truth by asking: For which Latin America? Sometimes we 
suffer from what might be called ‘“jigsaw-puzzle mapitis. \\ e 
fit the pieces together, we find a complete continent colored 
green, another red, etc., and we are inclined to allow our think¬ 
ing to be influenced by the uniformity seemingly indicated by 
the solid color. In the case of Latin America, some of us suffer 
from “Hollywooditis.” We think of our southern neighbors 
in terms of a dark-eyed senorita on a balcony being serenaded 
by a guitar-playing charro; others suffer from “‘travelogitis, 
and see nothing but picturesque tropical huts with naked chil¬ 
dren playing in the yard. I have come across clinical cases of 
“cartoonitis” in which the victim sees nothing except a 
swarthy, mustachioed villain expropriating an oil well. Most 
of us may be quite free of any such myopias: but in any case, 
let us try to break down and examine the concept of Latin 
America in somewhat more detail. 

We could look profitably at some of the social and economic 


groupings that are found south of the border. When we hear 
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the words Latin America, do we understand by them the two 
thirds of the people who are share croppers, tenant farmers 
or day laborers on plantations, haciendas, or estancias; or 
do we mean the feudal lords at the other end of the scale? Do 
we mean the small but growing industrial working class or 
do we mean the banker, businessman, and industrialist ? Ob¬ 
viously, our answer to the question "\\ hat have been the re¬ 
sults of World War II in Latin America?” will be qualified 
by the group we are discussing. T he workers have learned the 
truth of the old economic axiom that during inflation wages 
walk up the stairs while prices shoot up in the elevator. Ob¬ 
viously the workers react differently from the speculators who 
have made huge fortunes by cornering markets and selling 
imported articles at 500 to 1000 per cent above their cost. The 
list of social groupings could be extended at length. These are 
presented in order to warn against the danger of continuing 
to think in terms of one Latin American type. In Latin Ameri¬ 
ca, as at home, we find the categories of the old nursery rhyme : 
“Rich man, poor man, beggarman, thief, doctor, lawyer, mer¬ 
chant, chief. .. 

Using another set of criteria, we can classify the Latin 
American countries as entities on the basis of their trade re¬ 
lations with us. In the prewar years the countries bordering 
on the Caribbean Sea generally carried on at least 50 per cent 
of their total foreign trade with the United States. I hose to 
the south of them sent most of their exports to, and received 
most of their imports from, Europe. Our participation in their 
foreign trade steadily declined the farther south the country 
lay. It was 36 per cent in Ecuador but dwindled to less than 
17 per cent in Argentina and Uruguay. I he climate of the 
Caribbean countries enables them to raise and send us tropi¬ 
cal products to complement our temperate zone crops. 1 he 
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South American temperate zone countries not only have com¬ 
petitive crops but in several cases are physically closer to 
Europe than to the United States. 

In summary, we can say that in the first area we find an 
economic basis for sustained close relationships; whereas in 
the second area we find no such economic links. To attempt 
to pull the countries of the second area into a tight American 
economic system would require tremendous economic shifts 
both in their economy and in ours. Reactions to postwar pro¬ 
grams then will vary from country to country and from group 
to group. These underlying realities must be kept in mind as 
we discuss future relations between the United States and 
other American countries. 


II 

The principles on which our postwar relations should rest 
have been adequately formulated in a number of interna¬ 
tional documents. Serious students of inter-American rela¬ 
tions are of course thoroughly familiar with the resolutions 
adopted at the third meeting of foreign ministers of the 
American Republics at Rio de Janeiro in January 1942. The 
meeting undoubtedly was the high spot of more than a cen¬ 
tury of Western Hemisphere intercourse. Most of the reso¬ 
lutions dealt with war matters, but there were several basic 
economic principles laid down. I should like to call attention 
to two of these principles. 

Resolution XXV on postwar problems pointed out that: 
‘•Collective security must be founded not only on political 
institutions but also on just, effective, and liberal economic 
systems.” Further, it said: “It is an imperative necessity for 
the countries of America to increase their productive capac¬ 
ity; to secure from their international trade returns which 
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will permit them adequately to remunerate labor and improve 
the standard of living of workers; to protect and preserve the 
health of their peoples and develop their civilization and cul¬ 
ture.” 

Resolution XV dealt with the necessity for an interna¬ 
tional fund “to promote stability of foreign exchange rates, 
encourage the international movement of productive capital, 
facilitate the reduction of artificial and discriminatory bar¬ 
riers to the movement of goods, assist in the correction of the 
maldistribution of gold, strengthen monetary systems, and 
facilitate the maintenance of monetary policies that avoid 
serious inflation or deflation.” 

The United States and most of the other United Nations 
are committed to the “expansion by appropriate international 
and domestic measures, of production, employment, and the 
exchange and consumption of goods, which are the material 
foundations of the liberty and welfare of all peoples; to the 
elimination of all forms of discriminatory treatment in inter¬ 
national commerce, and to the reduction of tariffs and other 
trade barriers.” These principles are laid down in Article VII 
of the Mutual Aid Agreements. 

The principles for our guidance in the postwar world are 
rounded out by the Philadelphia Charter adopted by the gen¬ 
eral conference of the International Labour Organisation in 
May 1944. The following sections of the Charter must be 
kept constantly in mind in our postwar activities: (a) “Labor 
is not a commodity ; (b) freedom of expression and of associa¬ 
tion are essential to sustained progress ; (c) poverty anywhere 
constitutes a danger to prosperity everywhere; (d) the war 
against want requires to be carried on with unrelenting vigour 
within each nation, and by continuous and concerted interna- 
tional effort in which the representatives of workers and em- 
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ployers, enjoying equal status with those of Governments, 
join with them in free discussion and democratic decision with 
a view to the promotion of the common welfare.” Further¬ 
more, the Charter states, “all human beings, irrespective of 
race, creed or sex, have the right to pursue both their material 
well-being and their spiritual development in conditions of 
freedom and dignity, of economic security and equal oppor¬ 
tunity.” 

The carrying out of these principles will be a worthy objec¬ 
tive of our economic foreign policy for many years to come. 
The people of the United States have the deepest interest in 
assuring themselves that every effort is being made by their 
official representatives to follow these principles in their daily 
activities. Not only that, it must be realized that the task 
cannot be done solely by governments. The multitude of 
private citizens’ organizations dealing with international af¬ 
fairs, built up during the war, must be continued and expanded 
in the postwar period. Democratic participation by all the 
functional groups involved in economic life in all countries of 
the hemisphere is a condition of the success of the entire effort. 

In attempting to apply the principles to which we are com¬ 
mitted, certain obstacles will be encountered. As I get the 
reactions of many of our Latin American friends, they fear 
that as our wartime need for them has passed, we will forget 
our promises to them. They point to the existence in the 
United States of groups that have an interest in defeating a 
long-range good neighbor policy or whose actions make it 
difficult for intelligent people to take our protestations seri¬ 
ously. They point to our subsidies to domestic beet sugar 
growers; to our export subsidies on cotton and wheat; to our 
refusal to allow our own people to eat even a tiny amount of 
fresh Argentine beef in spite of its superior quality and lower 
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They wonder if the businessmen and industrialists of the 
United States will allow them to secure the machinery with 
which they can carry on the industrialization that is so neces¬ 
sary to the raising of their levels of living, and if, in spite of 
a high credit rating, United States exporters will continue 
to demand cash. They wonder also if they are going to con¬ 
tinue to be irritated and inconvenienced by the insistence of 
our manufacturers on using English instead of Spanish, Por¬ 
tuguese, or French on exported goods and using our unwieldy 
measuring system instead of their logical metric system. 

These are economic matters. There are others that are just 
as important economically, although they are political, social, 
and psychological in nature. 

There is a deep-seated fear, based on too many years of 
history, that we have not yet completely cleansed ourselves 
of imperialistic attitudes. We must lean over backwards in 
using international consultative machinery in order to prove 
our good intentions. Allowing the Puerto Ricans to decide 
whether they want to be first-class United States citizens or 
to be independent would be another step in the right direction. 
An unequivocal promise that we would return to the Latin 
American countries after the war the naval and air bases we 
are now using would also be a great help. \\ idespread uneasi¬ 
ness has greeted each such expression as that made by Captain 
Rickenbacker on December 5, advocating the retention of 
these bases. 

These are governmental matters. There is another matter 
for which each and every person in the United States who 
believes in democracy can take responsibility, namely, the 
cancer of race prejudice and hatred that mars our internal 
democracy and that also threatens the achievement of com¬ 
plete confidence in us on the part of the Latin Americans. 
Most of them are darker than we are; most of them resent 
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deeply any implication that dark skins mean inherent bio¬ 
logical inferiority. Until the rise of Hitler, the Germans had 
a meat advantage over us in Latin America because they did 
not believe in any such vicious nonsense. Discrimination 
against Mexicans in the United States highlights an unhealthy 
situation from which Axis agents in Latin America have made 
great capital. Our truest friends south of the border are deep y 
disturbed over this great blotch on our civilization. 

Ill 

Obviously, the application of the principles set forth and 
the overcoming of the obstacles requires instrumentalities. It 
would be Utopian to expect that such fundamental changes as 
are envisaged by the principles enunciated will take place 
over nmht. However, the war has speeded up social and eco¬ 
nomic changes everywhere. The hopes of the peoples of Latin 
America have been aroused by the various United Nations 
declarations; imaginations have been stirred by the fact that 
the United States has not only produced unbelievable amounts 
of war materials, but has also raised its level of living throug 
the national planning made necessary by the war. They will 
not be satisfied, even if we might be, to go back to their pre¬ 
carious prewar existence; to be entirely or largely dependent 
again on distant metropolises for their livelihood. 

First let us mention the international organizations of im¬ 
portance to our discussion. Although there are economic prob¬ 
lems that benefit from a specific inter-American approach, the 
overwhelming majority are generally international in char¬ 
acter. For this reason we find Latin Americans exceedingly 
interested in proposals for a world security organization. They 
were enthusiastic supporters of the League of Nations and 
undoubtedly will support a new international organization of 
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the proper kind. The International Bank for Reconstruction 
and Development, the International Monetary Fund, the In¬ 
ternational Labour Office, and International Food and Agri¬ 
cultural Organization will each take an important part in 
helping Latin America carry through its proposals for estab¬ 
lishing firmer foundations for its future prosperity. 

Specific American organizations are worth mentioning, even 
though there is no space for detailed descriptions of their func¬ 
tions. Foremost and oldest among the hemisphere-wide organ¬ 
izations is the Pan American Union. Primarily, it has served 
as a clearing house; but in its informational and consultative 
activities in economic, financial, labor, and social-welfare 
fields, as well as in political and cultural affairs, it has made 
a real contribution. Of the more recent groups, the Inter- 
American Financial and Economic Advisory Committee is 
the most important. This Committee was created by resolu¬ 
tion III of the Panama Conference of Foreign Ministers, and 
consists of twenty-one experts on economic subjects, one from 
each of the American Republics. It has sponsored a number 
of commissions, committees, and boards to deal with specific 
problems. An Inter-American Technical Economic Confer¬ 
ence will be held in Washington under its auspices, starting 
June 15, 1945. Among its other offspring are the Inter-Ameri¬ 
can Coffee Board, the Inter-American Maritime Technical 
Commission, and the Inter-American Development Commis¬ 
sion. The latter was directed to “put into practice the broad 
economic policy of complete utilization of natural resources 
and the greater industrial use of specific raw materials.” Na¬ 
tional commissions have been established in each of the 
American Republics representing business, banking, agricul¬ 
ture, mining, transportation, and government. The meeting 
of these commissions in New York in May 1944 resulted in 
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the adoption of a large number of interesting resolutions on 
various aspects of inter-American economic relations. An 
Inter-American Institute of Agricultural Science, which is a 
combined agricultural school and research center located in 
Costa Rica, will in the coming years make outstanding con¬ 
tributions to the promotion of a better balanced agricultural 
economy in the Americas. There are a number of other agen¬ 
cies which can be mentioned only in passing but which have 
made noteworthy contributions in their fields: The Pan- 
American Sanitary Bureau, the Inter-American Committee 
for the Dairy Industry, the Inter-American Committee to 
Promote Social Security, the Pan-American Highway Finance 
Committee, and the Pan-American Soil Conservation Com¬ 
mission. 

In addition there have been a number of organizations 
created bilaterally, many with loans from the Export-Import 
Bank, such as the Ecuadorean, Chilean, and Bolivian Devel¬ 
opment Corporations: the Peru-Amazon Corporation; Shada 
in Haiti; the Mexican-American Commissions for Economic 
and for Agricultural Cooperation, and the Brazilian Industrial 
Mission. The Office of the Coordinator of Inter-American 
Affairs has based much of its activities in food production, 
health, and education on bilateral agreements with various 
Latin American countries. 

Almost every United States Government agency in Wash¬ 
ington has in some way or another made a contribution to the 
building of better relations with Latin American countries. 
The work done by the Department of Agriculture in an ex¬ 
pansion of the activities it has carried on for many years with 
our southern neighbors should be mentioned especially. The 
Department of the Interior has contributed fish and wild life 
experts and geologists; the Treasury Department has helped 
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with foreign funds control; and the Alien Property Custodian 
has assisted with problems of investing foreign interests; the 
OPA has aided with price control on exports and by sending 
specialists to help in the creation of price control and ration¬ 
ing machinery ; the Foreign Economic Administration and its 
predecessors have aided in maintaining a flow of exports from 
the United States, in cooperation with national import control 
commissions, which helped cushion the domestic economies 
against the shocks of wartime scarcities. 

IV 

In closing, I should like to sketch very briefly the various 
roles to be played by the United States in the postwar world. 
I say “roles” advisedly, because whether it is as importer, ex¬ 
porter, investor, or world power, the actions of the l nited 
States are all closely linked and affect each other as well as 
other members of the community of nations. So far as eco¬ 
nomics is concerned, the first and the greatest factor in build¬ 
ing better relations with other countries is the health of our 
own internal economy. Our prosperity or depression after the 
war will have the most decisive influence for prosperity or de¬ 
pression in most of the rest of the world. 

We are equipped to play our role as investor by possession 
of about one half of the world’s gold, plus a tremendous capac¬ 
ity for capital formation. In the early postwar years, most of 
Latin America will not need loans: but long-range develop¬ 
ment projects arc needed and are being planned in all of the 
countries to the south. This raises the question : “How can we 
assure safety to American investments in Latin American 
countries in view of past experience? 

First, let us ask : “Whose past experience ?” The question as 
stated implies the existence of a double standard which is so 
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irritating in our relations with other countries. Our record in 
our own developmental era was not so spotless that we can 
sneer at others. From Revolutionary to post-Civil War days, 
many states, companies, and individuals played fast and loose 
with British, Dutch, and French investments. It has even been 
said that money is occasionally lost on domestic investments 
nowadays. 

Second, we should ask the reasons for losses. It should be 
emphasized that, in general, direct investments in Latin Amer¬ 
ica have been profitable. Most of the losses have been in port¬ 
folio investments. The next time, let us see that money is spent 
for productive purposes, not for luxuries or for political pork 
barrels. In addition to that, let us do things cooperatively, 
with United States and national Latin American capital com¬ 
bining. Let us work through the International Bank for Re¬ 
construction and Development, or, through an inter-American 
bank formed for similar purposes. 

Finally, let us tie our trade policy to development loans in 
such a way that the borrower can find the dollars with which 
to repay us. 

To aid us in playing the role of supplier of machinery and of 
techniques, we will have about half of the productive capacity 
of the world, plus outstanding institutions for technological 
training. Present indications are that the pent-up gold re¬ 
sources and dollar exchange in Latin America will not be dis¬ 
sipated on nonessentials. Almost all of the countries have set 
up import controls. The Finance Minister of Mexico indicated 
the purpose when he said: “We do not intend to allow the im¬ 
portation of limousines while we still need trucks and buses.” 
Brazil is to open a New York office for the purchase of farm 
and transportation machinery among other commodities. 

The Latin Americans fear, however, that with the coming of 
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peace to the European Continent, United States exporters will 
rush to fill European needs and forget the sacrifices that have 
been made by Latin Americans. For example, France has filed 
an urgent order for seven hundred locomotives ; Colombia has 
been trying for some time to get five. Obviously, from a pri¬ 
vate profit standpoint, the manufacturer is going to be more 
interested in the French order than in the Colombian. The an¬ 
swer to these fears is still to be worked out, although under 
our present system of export controls, the situation would be 
handled by FEA allocations. 

The thousands of Latin American students now attending 
our colleges, universities, and technical schools are evidence of 
the esteem in which they hold our new industrial and agricul¬ 
tural techniques. Let us not lose sight of the fact that we make 
or lose friends as a result of the personal experiences of each of 
these students, as well as of the experiences their compatriots 
have at home with the representatives we send abroad. 

Of course, it is our role as importer that is at the same time 
the most difficult and the most important. It is a truism that 
the soundest way of increasing our exports is to increase our 
imports. We can of course also supply dollars, besides lending 
them, through letting other people carry goods for us, travel¬ 
ing and studying abroad, contributing to charity and other in¬ 
stitutions, and in several less important ways. 

The most thorough recent study of what we have to do to 
maintain a large foreign trade after the war was issued just 
last month by the National Planning Association. It is entitled 
America's New Opportunities in World Trade.' 1 his study in¬ 
dicates that if we are prosperous, we can import $5,000,000,000 
worth of goods per year, without modifying our foreign-trade 


1 Washington, D. C., 1944- 
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policies. With reasonable tariff reductions, we can import 
$6,000,000,000 worth of goods. On those bases we can main¬ 
tain exports of $7,000,000,000 or $10,000,000,000 per year re¬ 
spectively. The kinds of goods that will be involved are set 
forth in great detail in this study and I will not bother you 

with itemizing long lists of them. 

In general, we need additional imports to replace diminish¬ 
ing domestic resources such as copper, zinc, and oil, and to aid 
in the abolition of low-wage industries so that workers may 
move into more productive and better paid occupations. The 
study I mentioned, plus an increasing number of speeches, 
articles, and resolutions expressing the opinion of business¬ 
men, industrialists, and bankers indicate an increasing aware¬ 
ness of the need for imports and the damage done by tariffs. 

The United States will be in a position to take the lead in 
calling for both multilateral and bilateral tariff reductions. As 
I have pointed out before, most of the United Nations are com¬ 
mitted to such actions. 

Finally, a few words about our role as one of the most 
powerful nations in the world. The National Planning Asso¬ 
ciation study puts the case most aptly in this sentence: “The 
United States is a giant in world power, and an infant in world 
perspective/’ We can use the power we have to build an em¬ 
pire, or we can use it to lay the foundation for a world order 
based on the needs and aspirations of the people. 1 he first will 
engender trade wars much more effectively conducted than 
ever before and a return to stark imperialism at a time when 
the colonial and semicolonial nations are in ferment as they 
have never been before. With our wealth and our producti\e 
capacity, we could ride the wind for a few decades. Then we 
would be engulfed in another and unspeakably more serious 
conflagration. That is the choice before us—the choice that 
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makes it more vitally necessary than ever before for all of us 
to take more interest in world economic, political, and social 
affairs. 
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The purpose of the Conferences of the Institute on Postwar Re¬ 
construction is to promote democratic discussion of America's 
economic future. The general public and representatives of many 
member organizations are brought together weekly to consider 
some major aspect of postwar policy under the leadership of well- 
known economists, postwar planners, heads of economic research 
committees, and spokesmen of various economic and social 
groups. Out of these discussions, it is hoped, will develop a 
more thorough and widely diffused understanding of the im¬ 
mense difficulties that lie ahead and a greater measure of agree¬ 
ment as to the kind of America we want after the war. 
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